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Northern Trust
Corporation is a
leading provider of global

financial solutions for
the investment
management, asset
administration, fiduciary
and banking needs

of affluent individuals
and corporations

and institutions.
Northern Trust,

a multibank holding
company based in
Chicago, has a growing
network of offices

in 12 states,
International offices

in five countries and
more than 9,300
employees worldwide.

As of December 31,
2002, Northern Trust
had trust assets
under administration
of $1.5 trillion, assets
under investment
management of
$302.5 billion and
banking assets of
nearly sqo0 billion.
Northern Trust,
founded in 1889,

has earned distinction
as an industry

leader in combining
high-touch service
and expertise

with innovative
products and services.




Consolidated Financial Highlights

PERCENT CHANGE

For the Year ($ In Millions)

Net Income
Net Income Applicable to Commeon Stock
Dividends Declared on Common Stock

Per Common Share

Net Income —Basic
—Diluted

Dividends Declared

Book Value —End of Period

Market Price — End of Period

Averages (3 In Millions)

Total Assets $37,596.7 $35,632.7 5.5%
Total Earning Assets 33,622.0 32,041.8 4.9
Securities 7,202.2 8,533.7 {15.6)
Loans and Leases 17,614.2 17,850.5 (1.3)
Deposits 23,349.4 22,609.9 33
Stockholders’ Equity 2,866.8 2,620.2 9.4
Common Stockholders' Equity 2,746.8 2,500.2 9.9
At Year-End ($ In Millions)

Total Assets $39,478.2 $39,671.8 (.5)%
Total Earning Assets 33,989.9 34,857.0 {2.5)
Securities 6,593.9 6,331.1 42
Loans and Leases 18,063.7 17,979.9 5
Reserve for Credit Losses Assigned to Loans 161.1 154.3 4.4
Deposits 26,062.1 25,0183 42
Stockholders' Equity 2,999.8 2,773.5 8.2
Common Stockholders' Equity 2,879.8 2,653.5 8.5
Ratios

Return on Average Assets 1.19% 1.37%

Return on Average Commaen Equity 16.20 19.34

Productivity Ratio 153 160

Tier 1 Capital to Risk — Adjusted Assets 11.13 10.88

Total Capital to Risk — Adjusted Assets 14.13 14.25

Leverage Ratio 7.76 7.93

At Year-End ($ In Billions)

Total Managed Trust Assets $ 3025 $ 3199 (5.4)%
Total Trust Assets Under Administration 1,503.6 1,674.4 {(10.2)
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Management’siLetter to Shareholders

t was a challenging 2002 for Northern Trust, as the stock market reached
a five-year low and the U.S. economy struggled and was unable to sustain a recovery.

In that environment, Northern Trust reported net income per share of
$1.97, compared with $2.11 in 2001. Net income was $447.1 million, compared with
$487.5 millicn earned in the previous year, resulting in a return on average common equity
of 16.2 percent.

At year-end 2002, trust assets under administration totaled $1.5 trillion,
compared with $1.67 trillion the previous year. Managed trust assets were $302.5 billion,

a decline of 5.4 percent, compared with December 31, 2001. Equity market conditions were
extremely challenging for all investors, with the S&P dropping 23.4 percent and, for the
first time in 60 years, markets declining for three consecutive years. Despite the impact of
the steep and persistent decline in equity markets, Northern Trust continues to be one

of the largest asset management firms in the world.

Total revenues of $2.2 billion were 3 percent below the prior year.

A continuing positive aspect of our performance has been our success in managing
expenses, which in 2002 increased to $1.4 billion, only 1.6 percent more than last year.
We continue to manage staff growth closely, while making certain that we have in place
the talented and experienced professionals our clients rely upon.

The Corporation declared a quarterly cash dividend of 17 cents per
share. This is the ro6th year of consecutive dividends paid.

The performance of Northern's stock in 2002 was a disappointment,
with a decrease of 41.8 percent. However, when viewed over a longer term, our performance
is quite different. The compound annual growth rate of Northern’s stock for the 10-year
period ending December 31, 2002, was 14 percent, compared with 11 percent for the KBWso
Bank Index and 7 percent for the S&P 5o00. Detailed financial results are covered fully in
Management's Discussion and Analysis beginning on page 31.

Reasons for Confidence Since our founding in 1889, Northern Trust
has grown to become one of the country’s strongest and most secure financial institutions.
This strength was recognized last year by Global Finance magazine, which ranked Northern
as one of the “World’s Safest Banks.” We were one of only four U.S. banks on the list of
5o institutions. At year end, our nonperforming assets were only .52 percent of total loans.
It is during recessionary periods that balance sheets and capital strength matter most. OQurs is
one of the most liquid balance sheets in the financial services industry, and we have
achieved continuous growth in capital. Thus, we are able to make important investments
for the future in people, technology, product development and the expansion of our
national office network. Northern Trust is in an excellent position to rebound when equity
markets improve. The strength of the Northern Trust brand has never been more evident
than this past year when, despite the most severe global bear markets in generations,
we continued to win significant new business.
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Since our founding in 1889, Northern Trust has grown to become one

of the country’s strongest and most secure financial institutions.

William A. Osborn
Chairman, Chief Executive Officer and President



MANAGEMENT?®S LETTER TO SHAREHOLDERS

Strategic Vision Throughout 2002, we continued to focus on two
principal client-focused businesses—Personal Financial Services (PFS) and Corporate
and Institutional Services (C&IS). Both of these businesses are supported by our world-class
investment organization, Northern Trust Global Investments (NTGI), and our leading-edge
Worldwide Operations and Technology (WWOT) group.

Last year, PFS professionals throughout our national office network
brought high-touch trust, investment management and banking services to affluent
individuals and families in our target markets. Hampered by ongoing weak equity markets,
PFS trust fees totaled $606.6 million, compared with $616.7 million a year ago. Personal
trust assets under administration were $156.7 billion, and of that total, $87.7 billion was
managed by Northern Trust.

With our 82 office network in 12 states, we continue to enjoy a
one-of-a-kind distribution capability for personal trust and private banking services. No other
personal trust provider has this extensive reach in these attractive, affluent growth markets.
Our target market in PFS generally includes those individuals with at least $1 million
or more of investable assets. These individuals include corporate executives, retirees,
professionals and owners of small- and mid-size businesses.

In 2002, we opened a new office south of San Francisco in Los Altos,
California, and announced our entry into the Atlanta, Georgia, market with the pending
acquisition of Legacy South, Inc., an Atlanta-based private wealth management firm with
approximately $300 million in assets. This acquisition will mark entry into our 13th state.
In 2003, we will open an additional Illinois office in the Chicago suburb of Park Ridge.

We also continue to invest in our existing office infrastructure and, in 2002, remodeled or
expanded offices in Michigan, Nevada, Illinois, California and Florida. All of our locations
are attractive, strategically located and offer clients a full range of financial services on site.

Our January 2003 acquisition of the passive asset management business
of Deutsche Bank AG offers us an opportunity for expansion into the important New York
market. Since many of the Deutsche staff already are located in New York, we intend to
supplement that office with a client service team focusing on personal clients.

Within PFS, the Wealth Management Group serves families who
generally have $10o million of investable assets, invest globally and employ multiple
investment managers. Northern is an industry leader in this high-end segment of the
personal market and, in 2002, served 288 families in 49 states and nine countries. Trust
assets administered by Wealth Management totaled $65 billion. Of that total, $14 billion
was managed by Northern.

‘We remain optimistic about the opportunities for growth in our
PFS target markets. Despite the market declines, a recent study by Cap Gemini Ernst and
Young/Merrill Lynch indicates that the affluent market is growing at a favorable pace.
According to the study, the wealth of high-net-worth individuals will rise by an average
of 8 percent a year by 2006.

Traditional PFS marketing strategies have been highly successful,
but the nature of wealth accumulation is changing, and we are changing along with it.
To meet the needs of our sophisticated clients, we have expanded our product offerings
to include hedge funds, private equity and single-stock risk management. As clients’
needs evolve, we will work with them to find innovative solutions tailored to their
complex needs.
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QOur C&IS client base includes corporate and public entity retirement
funds, Taft-Hartley funds, foundations and endowments, government funds, financial
institutions, insurance companies and fund managers. C&IS provides investment manage-
ment, investment asset administration, retirement and treasury services to a growing num-
ber of clients worldwide.

C&IS contributes approximately one-half of the Corporation’s revenues.
In 2002, C&IS trust fees were $626.5 million, compared with $642.4 million the previous
year. Lower securities lending fees resulted in this change. Fees from asset management and
custody each increased 2 percent to $186.8 million and $218.6 million respectively.

NORTHERN
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MANAGEMENT?®’S LETTER TO SHAREHOLDERS

Trust assets under administration in C&IS totaled $1.35 trillion at year end, and of that
total, Northern managed $214.8 billion.

Market conditions during the year were challenging, but new business
growth was strong, and within target market segments, C&IS has strong market positions.
In the US, C&IS serves 24 to 30 percent of the major US. private pension funds, foundations
and endowments. In the United Kingdom, we serve 18 percent of the top 200 UK. pension
funds and 25 percent of the UX. local authority market.

Northern has achieved these strong market positions, in part, because
of our array of products and services and our growing global presence. The international
segment is one of the fastest-growing areas of C&IS, and Northern is recognized as a market
leader in global custody. Of $1.35 trillion in C&IS trust assets under administration at
year end, global custody assets accounted for 35 percent of the total, or $472 billion. Global
custody assets have grown at a compound annual rate of 26 percent over the past five years.

C&IS looks forward to a number of significant growth opportunities in
the future. For example, although we already are a major asset manager, there is ample
opportunity to grow. Managing a larger percentage of our existing clients’ custody assets is
a strategic goal. The privatization of retirement funds and the increased global orientation
of clients offer additional opportunities for the C&IS international segment. Industry
consolidation results in change, and many prospective clients view such change as the
time to review the performances of their current providers. The C&IS relationship
orientation and industry-leading technology platform position us to be a net winner of
new business opportunities.

NTGI is a global, multi-asset class investment manager that combines
research, portfolio and product management, client servicing and market activities.

NTGI is able to leverage these capabilities across Northern's corporate and personal client
bases. At year end, NTGI managed $302.5 billion in assets, making it one of the largest
investment managers in the world. Pensions and Investments magazine ranks Northern Trust
as the 14th-largest investment manager in the US, the seventh-largest manager of
index-based assets and the fifth-largest manager of tax-exempt assets. According to industry
publication FRC Monitor, NTGI ranks as the fifth-largest bank-run mutual fund family.

Our commitment to the asset management business is illustrated by
our impressive 15.1 percent compound annual growth rate of our managed asset base since
1996—five times that of the S&P 500. Our commitment to the investment business is fur-
ther emphasized with our January 31, 2003, acquisition of Deutsche Bank’s global index
management business. With this acquisition, NTGI now ranks among the top three U.S.
institutional index managers. In addition to a more prominent industry position, the
acquisition will have a number of other positive effects: a wider array of passive products
for clients worldwide; increased trading volume that will benefit our rapidly growing
transition management business; and expanded securities lending activities resulting from
new assets under management.

NTGI remains committed to offering a broad range of investment
capabilities and services, especially important to clients during difficult equity markets.
Clients can select from a wide range of products in the categories of equities, quantitative,

8 NORTHERN TRUST CORPORATION




fixed income and manager of managers. In addition, our two proprietary mutual fund
families, Northern Funds and Northern Institutional Funds, offer a choice of 54 funds.

At year end, these two fund families had combined net assets of $45 billion. NTGI's
investment performance in these turbulent times has been quite commendable. According
to Lipper rankings as of December 2002, a high percentage of our funds across all styles
falls into the first and second quintiles.

WWOT works closely with our PFS, C&IS and NTGI partners to develop
innovative, effective systems and products for Northern’s clients worldwide. We are able
to differentiate Northern Trust in the marketplace by providing clients with a wide array
of leading-edge technology solutions to meet their sophisticated business and personal
needs. Our strong financial position enables us to continue to make substantial investments
in the continued development of our technology platform, with nearly $870 million in

technology spending planned for 2003 to 2005, up from $8s4 million in the pricr three years.

Northern has long recognized the importance of effective business
continuity and disaster recovery plans for supporting critical business needs and key
applications should an emergency occur. Following the September 11, 2001, terrorist
attacks, US. financial services and government regulatory agencies have focused on the
potential impact such attacks could have on our country’s financial structure and techni-
cal systems. One important component to our business continuity strategy is the construc-
tion of a new data center in the western suburbs of Chicago that we expect to openin
spring 2003. The center will provide capabilities for enhanced regional data recovery, work-
space for critical function data processing and dedicated disaster recovery workspace.

Recognition Received Money magazine in its January 2003 issue
named Northern Trust as one of the 10 “Best Investments for 2003.” Money recommended
stocks and funds that their editors felt “will brighten your portfolio for years to come.”
According to the magazine, those selected “not only are well positioned for an economic
recovery, but also offer downside protection if it doesn’t materialize.” For the fifth time,
Forbes magazine in 2003 named Northern as one of the “Best Big Companies in America.”
The Forbes Platinum 400 have “the best balance of long- and short-term financial performance”

At a time when corporate ethics have come under unprecedented
scrutiny, we were pleased in 2002 to be named as one of the “100 Best Corporate Citizens”
by Business Ethics magazine. This is the second time that Northern has received this designation.

The Northern Trust Company in 2002 received an “outstanding”
Community Reinvestment Act (CRA) rating from the Federal Reserve Bank of Chicago.
This marks the third consecutive “outstanding” rating that the company has earned for
CRA performance.

For the 11th year, Working Mother magazine named Northern to its list
of the “ro0 Best Companies for Working Mothers.” The annual list recognizes companies
that acknowledge the value and needs of working families.

Northern in the Community During the past year, it was important
for Northern Trust to maintain the Corporation’s traditional commitment to serving the
communities where we do business, as these communities and their citizens faced the
significant pressure of operating in an unfavorable economic environment. Qur commitment
included both financial support and an emphasis on volunteering wherever Northern has
a presence.

NORTHERN TRUST CORPORATION
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MANAGEMENT?’S LETTER TO SHAREHOLDERS

Northern Trust’s charitable giving tctaled $9.6 million, including more
than $3 million the Northern Trust Charitable Trust donated to a broad range of groups
and agencies. The trust supports effective, broad-based inclusive programs that serve a
diverse population through local nonprofit efforts. To maximize the impact of the contri-
butions, the trust concentrates on issues with potential for the greatest long-term effect
and, in 2002, focused on low- and moderate-income families.

Each year, Northern makes a special effort to support the United Way/
Crusade of Mercy. The 2002 United Way campaign was entitled “You Make a Difference,”
and more than 76 percent of the Chicago-area staff responded by contributing nearly
$1.7 million. Northern's corporate contribution was $850,000—bringing the total to more
than $2.5 million donated to over 400 health and human care agencies in the Chicago area
that serve more than 2 million people. In recognition of Northern Trust’s efforts, we were
awarded the Community Spirit Award, the United Way’s highest tribute to an organization.

The Corporation’s community involvement ranged from home-buyer
seminars for Chicago police officers to Florida staff members assisting with a Habitat for
Humanity home-building project to Northern’s attorneys providing pro bono legal services
to the disadvantaged. This is just a small sampling of the efforts of the literally thousands
of Northern people who volunteered more than 100,000 hours of community service last
year to assist a wide array of educational, human services, civic and cultural organizations.
To be part of Northern Trust is to be part of the communities we serve.

Management Changes In 2002, we saw a number of management
changes at Northern. Some individuals chose to retire after long careers with the Corporation,
and talented professionals moved into new positions with increased responsibilities.

President Barry G. Hastings retired at year end after a distinguished
29-year career both in Chicago and Florida. Barry brought to his role an unfailing commitment
to client service, which he will continue in his new role as non-executive Chairman of
Northern Trust Bank of Florida N.A. James J. Mitchell, President—Worldwide Operations
and Technology, retired in May 2002 after 38 years of service. He was succeeded by
Timothy J. Theriault. Tim, who joined Northern in 1982, previously was Chief
Technology Officer.

In May, we announced the expansion of our Management Committee
to include four new members: William L. Morrison, Chairman and CEO of Northern Trust
Bank of Florida N.A. and President, PFS—National; Alison A. Winter, Executive Vice
President and President, PFS—Midwest; Timothy J. Theriault, President—WWOT, and
Timothy P. Moen, Executive Vice President and head of Human Resources. These talented
individuals bring tc the Committee significant business experience and will contribute
importantly to the management of the Corporation.

In December 2002, Executive Vice President Steven L. Fradkin, who has
served as head of the International Group and Global Funds Services practice in C&IS,
assumed the new position of Executive Vice President of Finance, reporting to Perry R. Pero,
Vice Chairman and Chief Financial Officer. Steve’s responsibilities were assumed by
Stephen N. Potter, who will continue in his role as General Manager of our London branch
and President of Northern Trust Global Investments (Europe) Limited.

NORTHERN TRUST CORPORATION




Acknowledgements At Northern's Annual Meeting in April 2002,
shareholders elected John W. Rowe to the Corporation's Board of Directors. John is Chairman,
President and Chief Executive Officer of Exelon Corporation. Exelon is a Chicago-based
company formed in 2000 by the merger of Unicom Corporation and PECO Energy and is
one of the nation’s largest electric utilities. We thank all of our directors for the strong
leadership and sound guidance they bring to the board.

Last June, we were saddened by the death at age 93 of Edward Byron
Smith, Honorary Chairman of Northern Trust. Mr. Smith was named President of Northern
Trust in 1957, Chairman of the Board and CEO in 1963 and became Honorary Chairman in
1981. He was an exceptional leader and a distinguished Chicagoan who served Northern
for a remarkable 70 years. He will be greatly missed.

On behalf of the entire Corporation, I would like to express sincere
appreciation to clients worldwide whom we have had the privilege of serving this past
year. Your loyalty strengthens Northern's commitment to bringing you the highest level of
service in the years ahead.

Northern's achievements during 2002 would not have been possible
without the exceptional efforts of more than 9,000 partners worldwide who, despite a
challenging year, kept their focus on serving clients and each other with professionalism
and good spirit. To each of them, we extend our sincere thanks.

There are certainly challenges ahead, but we at Northern Trust remain
confident that the Corporation is well positioned to address those challenges with the
ongoing support of our shareholders, directors, clients and staff.

(S Lo

William A. Osborn
Chairman, Chief Executive Officer and President
February 18, 2003

NORTHERN TRUST CORPORATION II




NORTHERN TRUST CORPORATION

I2



Personal Financial Services

MISSION

Delivering
high-touch trust,
imvestment
management

and banking
services to affluent
individuals

and families in
targeted markets.

The newly constructed

Bloomfield Hills, Michigan,
office brings together
C&IS and PFS partners,
which helps facilitate
cross-selling opportunities
Jor both business units.
Northern Trust’s
Bloomfield Hills Chairman
Fred Adams (left) and
Michigan President and
CEO Buell Cole are shown
outside the spacious
two-story building, which
is prominently located to
increase awareness of
Northern Trust.

ersonal Financial Services (PFS), an industry leader serving the affluent
market, provides private banking, personal trust, custody and investment management
services that span clients’ cross-generational needs. Unrivaled high-touch client service,
professional expertise and a full array of innovative products and services distinguish us
among our competitors. Our experienced and dedicated professionals go beyond financial
management by nurturing deep relationships with clients to ensure their diverse financial
needs are fully met.

In 2002, PFS’ trust assets under administration were $156.7 billion,
compared with $166.8 billion a year earlier, and managed assets were $87.7 billion. Personal
trust fees were $606.6 million, compared with $616.7 million in 2001. The steep and prolonged
decline in equity markets and the ongoing geopolitical uncertainty created an adverse
economic climate, resulting in slower investment management and trust asset growth.
Despite these challenges, PFS’ unique business and solid growth strategy position us well to
remain strong during fluctuating economic cycles and to capitalize on future opportunities
when the market recovers,

National Growth with Unmatched Reach During 2002, we
continued to execute PFS’ national expansion strategy of investing in existing markets and
expanding into new ones that have excellent growth opportunities and that further expand
our unique delivery platform of trust and investment management products and services.

Our affluent market reach and national office network of 82 offices in
12 states are unmatched. We target households with at least §1 million of investable assets
and have an office network within a 30-minute drive of 30 percent of the nation’s millionaire
population, including corporate executives, professionals, retirees and owners of small-
and mid-size businesses. According to a Cap Gemini Ernst and Young/Merrill Lynch study,
by 2006 the wealth of high-net-worth individuals will rise by an average of 8 percent a
year—reinforcing our belief that our focus on the high-end market positions us well to
generate new opportunities, to grow our investment management and private banking
businesses and to reach untapped potential in key markets.

Our strategy is to expand into new states and open new offices in targeted,
high-growth locations that have attractive wealth demographics, are popular retirement
destinations or are underserved areas with minimal competition. We also expand to attractive
areas near existing locations where we already have strong brand recognition.

We currently estimate that we will have approximately 1oo PFS offices
operating within as many as 15 states by the end of 2005. Although we slowed new office
growth in 2002 to curb expenses in a difficult economic climate, we did enter new markets,
open offices, upgrade current locations and relocate into more spacious facilities to raise
our visibility in key markets and to enhance business development and client-service
capabilities. In November 2002, Northern Trust signed a definitive agreement to acquire
Legacy South, Inc., an Atlanta-based private wealth management firm that serves high-
net-worth individuals, families and private foundations. Legacy South, established in 1996,
has approximately $300 million of assets under management. This pending acquisition
marks PFS’ entry into the lucrative Atlanta market, which has a growing concentration

NORTHERN TRUST CORPORATION I3
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PERSONAL FINANCIAL SERVICES

of wealth. We increased our commitment in several markets in 2002—opening new and
expanded offices in Los Altos and Rancho Mirage, California, and in Las Vegas, Nevada.
We also expanded and upgraded current locations in Sarasota, Florida; Bloomfield Hills

and Grand Rapids, Michigan; and four offices in Illinois. In 2003, PFS will open a new office

in New York City and in Park Ridge, Illinois, and we will expand in Austin, Texas; Aventura
and Boca Raton, Florida; Grosse Pointe, Michigan; and Tucson, Arizona.

We execute diverse strategies to attract new relationships and expand
existing ones, including providing comprehensive financial consulting services,
implementing more sales and advertising initiatives, and marketing to corporate executives,
business owners and other wealth advisors. PES also seeks synergies with NTGI and C&IS
to leverage existing client relationships to capture new business and to provide clients
with a comprehensive product mix. Our expanded product offerings, including hedge
funds, private equity and single-stock risk management, are designed to meet the evolving
needs of clients and to provide them with even greater portfolio diversification opportunities.

Wealth Management The Wealth Management Group, a
preeminent leader in this segment, serves the complex financial needs of individuals and
families who generally have more than $100 million in investable assets and who often
invest globally and employ multiple investment managers. To meet the unique needs
of this market, the greup provides a wide array of tailored services, including global custody,
asset management and investment consulting—complemented by Family Passport=,

a Web-based product that helps clients effectively manage their families’ finances.

Wealth Management currently serves 288 families in 49 states and
nine countries. In 2002, assets under administration were $65 billion, and assets under
management totaled $14 billion. With increased demand for multiple manager investment
programs and expert advice for personal clients in the $25 million to $75 million range
of investable assets, the group leveraged its expertise to create a targeted solution for this
client base. In June 2002, we launched Wealth Advisory Services, which is delivered
through both the Wealth Management Group and Northern Trust offices nationwide.
Wealth Advisory Services has been extremely well received by the marketplace, with
a robust new client list and client size averaging $30 million in investable assets, as of
December 31, 2002. This initiative helps Northern Trust further penetrate existing
national markets and grow new business.

Unique Philanthropy and Event Marketing An important
component of our relationship management and national growth strategy is Northern Trust’s
trademark event marketing and philanthropic activities, which generate stronger community
ties, attract new clients and strengthen existing relationships. More than 1,000 events were
held in 2002 across our national office network. For current and prospective clients, we
sponscr a variety of programs that range from educational and financial seminars and
literary societies to cultural events and prominent speakers. In 2002, PFS sponsored several
events, including a one-woman drama presentation of Eleanor Roosevelt’s life, and we
hosted a traveling, photographic memorial exhibit, “9/11/01: The Day That Changed the
World.” We also hosted DreamMakers’ Forum® 111, which provided a peer network for
African-American entrepreneurs, executives and leading financiers to explore financial
opportunities and seek ways to take their businesses to the next level.

Innovative and Comprehensive Products Northern Trust
distinguishes itself in the marketplace with Northern Trust Private Passport®, an Internet-
based, highly customized service that allows clients 24-hour access to a suite of financial

NORTHERN TRUST CORPORATION
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raised Northern Trust's
visibility in the attractive
Colorado market. Here,
Colorado President

Tony Bolazina (far right)
and Vice President

Kathy Seidel (center) meet
with private banking
client Jean Graham at
Jean's home in Cordillera.
Northern Trust

yrovides Jean with an
array of banking, trust
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management services.




information, transaction and account aggregation services. As part of our ongoing focus on
the quality of our clients’ online experience, many enhancements were made to Private
Passport in 2002, including improved navigation, new and updated financial reports, advanced
money movement features, a new bill payment service and several philanthropic features.

Confidence and Care During times of economic uncertainty, our
consistent growth strategies, sharply focused business, high-touch client service and innova-
tive products and services allow us to confidently face challenges and stay nimble. For more
than a century, our integrity and commitment to exceptional client care have not wavered.
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Corporate an\I\J stitutional Services

MISSION

Delivering
superior domestic
and global
custody, financial,
investment and
advisory services
to corporations
and institutions
worldwide with
Innovative
technology and a
strong relationship
emphasis.

With Northern Trust’s

significant growth

in European markets,

C&IS and WWOT
operations in London
relocated to a new building
in the Canary Wharf
financial district. The new
facility, which includes

our global custody
operations center, reflects the
commitment to our growing
international business.
Qutside the new London
office are (from left)
Northern Trust Senior Vice
Presidents Peter Holman,
Mark Gossett, Penelope Biggs
and Peter Gloyne.

orthern Trust’s Corporate and Institutional Services (C&IS) business
unit, a global leader in providing investment asset administration, investment management
and retirement and treasury management services, has a history deeply rooted in industry
expertise and excellence in service. We have built a global business now serving clients
in 38 countries, with a global custody network spanning 97 countries. Unrivaled client
focus, coupled with our world-class technology and value-added products and services,
distinguishes us as an industry leader. Our reputation, integrity, strong risk management
culture and client loyalty give us a unique advantage in a competitive marketplace.

C&IS fulfills the sophisticated financial needs of corporate and public
entity retirement funds, Taft-Hartley funds, foundations and endowments, government
funds, financial institutions, insurance companies and fund managers, and we provide
credit services to support select fee-based client relationships. Experienced C&IS
professionals bring a consultative, partnership approach to client service—building deep,
long-standing relationships with clients. We are committed to listening to, understanding
and serving clients’ changing needs—supporting our clients throughout economic
cycles by helping them find the right solutions to manage their businesses effectively.

The difficult equity markets and adverse economic climate in 2002
proved challenging, but our long-term growth strategy, outstanding global market position
and new business success helped offset these conditions. In 2002, C&IS reported $1.35 trillion
in total trust assets under administration, with $214.8 billion under management.
Contributing especially strongly to the $43 million in net recurring trust fee new
business were the international, insurance and foundations and endowments segments.
This momentum, together with our long-standing reputation and full set of capabilities
in our chosen markets, positions C&IS well for continued growth.

Established and Growing Global Presence Our global
expansion strategy resulted in new business growth in 2002 and stronger positions in the
UK., Europe and Asia-Pacific markets. The international group continues to be one of
C&IS’ fastest growing. For the third consecutive year, Northern Trust was named
Custodian of the Year for 2002 by the UK. publication Professional Pensions. We also were
named top securities lending provider by International Securities Finance. Global custody
assets accounted for 35 percent of C&IS’ total $1.35 trillion in trust assets under
administration. With worldwide pension assets projected to grow to $18.2 trillion by
2005, we are strongly positioned in the right markets to capitalize on future growth
opportunities. In the UK., Northern Trust serves 18 percent of the top 200 UK. pension
funds and serves 25 percent of the local authority market, representing 26 clients.

We also continue to build a global presence with our strong growth in the Nordic region
and in the Netherlands. New clients added in 2002 include Royal Liver Assurance Limited,
a UK -based provider of life and pension products, and Varma-Sampo Mutual Pension
Insurance Company, Finland’s largest private sector pension insurer.

Northern Trust in December 2002 signed an agreement with the
International Finance Corporation (IFC), a member of The World Bank Group, to provide
technical assistance to the National Council of Social Security Fund in China (NaCSSeF).
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Northern Trust, guided by the IFC, will provide assistance to the NaCSSeF in establishing a
risk management and performance analysis system. This partnership—along with our
cooperation agreement with the Bank of Communications, China’s fifth-largest bank
ranked by assets—enables us both to contribute to and gain valuable insight into China’s
swiftly developing pension, insurance, mutual fund and wealth management markets.

A decade of significant global growth led to the construction of our new
London office in the Canary Wharf district, one of Europe’s largest financial centers. Our
state-of-the-art Canary Wharf office furthers collaboration among Northern Trust staff
worldwide and reinforces our commitment to the UK. and European markets.

Our U.S. expansion strategy continued to gain significant momentum
in 2002, with a deeper penetration in high-growth, focused markets and solid new
business growth both from new and expanding client relationships. New clients include
MeadWestvaco Corporation, for which we will provide services that include trust and
custody, securities lending and risk and performance. Currently, Northern Trust serves
30 percent of the 200 largest pension fund and plan sponsors in the U.S.

Northern Trust Retirement Consulting, LL.C. (NTRC), our retirement
services subsidiary, currently serves more than 1.8 million participants in defined benefit
and defined contribution plans maintained by our corporate clients. In 2002, we addressed
the rapidly changing market for NTRC services by strengthening management and infrastructure.

C&IS foundations and endowments segment saw continued new
business growth in 2002. Northern Trust serves 174 foundations and endowments clients
worldwide and works closely with 24 percent of the top 50 U.S. foundations and 24 percent
of the top 50 U.S. endowments. Yale University was among the new clients we welcomed
in 2002. To further support this client base, Northern Trust continues to enhance
our Planned Giving Services, an area where we have seen a great deal of interest.

C&IS also continues to build strong relationships with our public funds
and Taft-Hartley client base and to add new clients. Important additions include the
Indiana State Teachers’ Retirement Fund, for which we provide services that include global
custody and securities lending.

The insurance segment, which currently serves more than 100 clients,
also has seen significant growth over the past year, with an increased demand for C&IS’
specialized capabilities, including risk management and securities lending. New clients
include Blue Cross Blue Shield Association, for which we provide services that include
trust, securities lending and risk and performance.

C&IS continued to work closely with NTGI and PFS to leverage
existing client relationships. The January 2003 acquisition of Deutsche Bank’s global index
management business offers us exciting growth opportunities—enabling us to provide
custody and other clients with a new level of investment management capabilities.

Several factors in 2002 continued to fuel new and expanded client
relationships in the US. and abroad, including the long-term trend toward the privatization
of pension funding, cross-border investment strategies and the growing use of multiple
investment managers. In the difficult equity markets of the past year, clients’ concerns for
incremental return and cost control intensified—generating or renewing interest in services
such as securities lending, commission recapture and transition management, which are
areas where we continue to develop world-class capabilities.
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Since the 1950s,
Northern Trust has had
a relationship with
Shriners Hospitals for
Children, a network of
pediatric hospitals

that provides free
medical care to children.
Our relationship with
Shriners has grown to
include trust and custody,
investment and cash
fund management,
securities lending, benefit
payments, and risk and
performance services.
Meeting at Shriners
International Headquarters
in Tampa are (from left)
Northern Trust's

Vice President Bob Johnson
and Senior Vice President
Louisa Taylor, and
Shriners Hospitals’
Executive Vice President
and Chief Operating Officer
Lewis K. Molnar and
Controller Bill Fawcett.
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World-class Technology C&IS experienced professionals and
unrivaled consultative approach to client service are supported by our leadership as an
innovator in online client products and services. Distinguishing us among our competitors
is the Northern Trust Passport® suite of browser-based Web products, including retirement,
custody, foreign exchange and risk and performance services. We continuously develop
and integrate industry-leading technology to facilitate creative solutions and quicker,

more powerful decision making.
In 2002, we launched the latest generation of Northern Trust Global

Investor Passports, a highly personalized information tool for corporate and institutional
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clients at all levels. Global Investor Passport gives our clients an easy-to-use, intuitive portal
that ties together all of our applications and dramatically shortens the distance between
clients’ questions and our answers. Customized features, including real-time market
information and news, allow clients more in-depth daily reporting, analysis, tracking and
monitoring of their portfolios. A key feature of Global Investor Passport is Northern Trust
Compliance Analysts, the industry-leading compliance monitoring system that allows
clients to ensure adherence to risk and investment guidelines. Also available is Northern
Trust Event Analysts, a leading-edge service that identifies market events and allows
clients to see their impact on a portfolio’s market exposure and performance.

Passport also includes Northern Trust’s new, Internet-based Corporate
Actions Delivery and Response (CDR) tool, which provides institutional clients and fund
managers with a secure, streamlined method to efficiently receive, organize and respond to
events that may affect their portfolios. In 2002, we also introduced Northern Trust Fund
Peek Throughsv, which allows plan sponsors and other institutional investors to access
detailed, underlying asset information on the mutual and commingled funds in which
they are invested.

As a market leader in global custody and foreign exchange, with trading
coverage in 71 currencies, our full suite of client-focused services sets us apart in meeting
cross-border, multicurrency repoerting and investment support needs of global clients.
In September 2002, Northern Trust went live with Continuous Linked Settlement (CLS),
a global settlement system for foreign exchange trades that was formed to mitigate foreign
exchange settlement risk. Northern Trust is one of 67 shareholder members from 16 countries
that have created this important central clearing mechanism.

Unwavering Client Support and Service To maintain our high
standards for client service and product innovation, we continually measure our performance
through client surveys, focus groups and client advisory boards.

Our 2002 C&IS client satisfaction survey, conducted by an external
market research firm, found that 97 percent of clients said Northern Trust met or exceeded
expectations, and g7 percent said that they would likely recommend us to others. The
survey also showed that 98 percent of our clients said that they would choose Northern
Trust if they were to choose again. In each of these categories and in most others, our
clients’ satisfaction had increased from the already high levels of two years ago.

To have achieved these remarkable results during the most difficult
markets in more than 40 years tells us that we are succeeding in what we aim to do:
supporting our clients in difficult times, as well as easier times. We believe that there is
much that distinguishes us from our competitors, including our experienced professionals,
who dedicate themselves to exceptional client service; our constant drive to develop the
products and services our clients tell us they need; and our dedication to sound risk
management and the highest standards of conduct. Those factors are very important
components of our success, and we value them highly. However, the client satisfaction
survey measures as best we can our clients’ views of how we serve them. It is their good
opinion that gives us the most satisfaction and the most confidence in our future.
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Northern Trust|Global Investments

MISSION

Providing
Investment
management
products and
services to
institutional
and personal
clients

worldwide.

orthern Trust Global Investments (NTGI) is a global, multi-asset class
investment manager serving personal and institutional clients worldwide. In addition to
a broad array of internally managed active and passive investment capabilities, NTGI offers
alternative investments and total investment program outsourcing through our well-
established manager-of-managers program. We also provide comprehensive portfolio services,
including securities lending, securities brokerage, commission recapture and transition
management, to help clients cost-effectively manage their investment programs.

As one of the largest investment managers in the world, NTGI follows
a highly focused business strategy that again contributed to our success in 2002. This
approach is based on five key principles: generating superior investment results, developing
innovative investment products to anticipate and meet client needs, expanding distribution
channels domestically and globally, supporting client relationships through high-quality
client servicing, and promoting the brand name.

Investment Capabilities Provide Stability For the third
straight year, the financial markets continued to challenge investors, as U.S. equities posted
a decline of 23 percent in 2002, as measured by the S&P 500 index. Despite this difficult
environment, NTGI’s asset base declined only moderately— ending the year at $302.5
billion, compared with $320 billion a year earlier. As in the previous two years, NTGIs
asset base stability was due in part to its significant cash and fixed income components
that served to buffer the negative impact of the difficult stock market environment on the
equity assets. Strong net new business results in 2002 also supported the asset base.

Since 1996, assets under management have grown at a compound
annual rate of 15.1 percent, five times that of the S&P so0. Our mutual fund assets
increased in 2002 to §44.8 billion, compared with $44 billion a year earlier. According to
industry publication FRC Monitor, NTGI ranks as the fifth-largest bank-run mutual fund
farnily. Pensions and Investments ranks Northern Trust as the 14th-largest investment
manager in the US, the seventh-largest manager of index-based assets and the fifth-largest
manager of tax-exempt assets.

The difficult equity markets in 2002 highlighted the importance of
NTGI's commitment to offering a broad range of investment capabilities to clients, including
both growth and value styles across a range of capitalizations for broad diversification
and a full array of fixed income products.

Northern Trust responded to the changing fixed income market
environment by adding significant new resources to the fixed income team, including a
new director and two senior managers. The roles of research, risk management and trading
were realigned to integrate more effectively all of the critical components of the investment
decision-making process.

Asset allocation also continued to be an important focus, as we
refined and enhanced our modeling capabilities and technology platforms to provide
clients with full diversification opportunities. Alternative investments—designed
to provide lower correlation to the equity markets and greater diversification than
traditional equity approaches—are becoming a more important asset class for investors.

NORTHERN TRUST CORPORATION 21




NORTHERN TRUST GLOBAL INVESTMENTS

At year end, Northern Trust managed $335 million in hedge fund assets for personal
and institutional clients.

Total investment program outsourcing continued to accelerate in 2002,
as institutional clients increasingly seek to outsource plan design, asset allocation, manager
selection, evaluation and ongoing monitoring and performance reporting. Our manager-
of-managers subsidiary, Northern Trust Global Advisors, Inc. (NTGA), in 2002 managed
assets of §12.3 billion for more than 375 clients, including clients using partial and total
investment program outsourcing.

Acquisition Brings Scale, Breadth and Global Reach

In January 2003, Northern Trust acquired Deutsche Bank AG’s global
passive equity, enhanced equity and passive fixed income investment management business.
As a result, NTGI now ranks among the top three U.S. institutional index managers.

In addition to improving our market position, the acquisition expands
our breadth of global index products and our global reach and distribution opportunities.
By adding capabilities that complement our existing line of U.S. and international index
products, we have a full array of global passive equity, enhanced equity and passive fixed
income products to offer clients worldwide. We also plan to establish an investment
presence in Tokyo and New York City and to expand our operations in Chicago and London.

The larger index asset base will have positive financial implications
for the organization—improving our operational efficiencies and enhancing our profit
margins in this highly scalable business. Additionally, increased scale will offer significant
advantages to our related investment services businesses—transition management and
securities lending,

Value-added Portfolio Services Inaddition to our broad range
of investment management programs, Northern Trust offers supporting portfolio services
to clients, including transition management, securities lending and securities brokerage.
Transition management continued to gain significant momentum in 2002. At an increasing
pace, plan sponsors are hiring Northern Trust to act as an independent transition manager
to move their assets between asset classes and among multiple investment managers.
Northern Trust’s role as a leading investment manager and a leading custodian provides a
market-leading platform to offer a premier transition service. The assets transitioned by
NTGI doubled in 2002 to $16 billion for more than 200 clients.

Declining market values and the interest rate environment presented
a challenging environment for securities lending participants. Despite the difficult year,
Northern Trust again was named the top securities lending provider in the world by
International Securities Finance magazine and received top ratings in five service categories
on an unweighted basis. In 2002, Northern Trust was a founding participant in Equilend,

a consortium of 10 leading financial institutions dedicated to delivering a new standard of
efficiency and client service in the equity securities lending industry.
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Northern Trust’s
acquisition of
Deutsche Bank’s global
passive asset management
business increases
our scale, global reach and
product range, and
provides significant benefits
to the related transition
management and
securities lending businesses.
Northern Trust Global
Investments’ Senior Vice
President Judy Bednar,
Executive Vice President
Terence Toth (center) and
Senior Vice President
Jim Creighton are part of
the team leading our
growing passive asset

management business.
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Northern Trust Securities, Inc. (NTSI), Northern Trust’s brokerage arm,
offers a full array of brokerage products and services, including stocks, bonds, mutual
funds and annuities, to Northern Trust’s private and institutional clients. In 2002, NTSI
expanded its institutional brokerage capabilities with enhanced trading services and a
competitive commission recapture program.

Expansion of Global Distribution Cross-selling and investment-
driven distribution initiatives continued to be strong drivers of our success in distributing
our investment products and services in high-growth markets worldwide. Our cross-selling
initiatives aggressively leverage our existing client relationships in C&IS and PFS to identify
additional investment management opportunities. Beyond our client base, investment-
driven distribution of our investment management products significantly broadened
through outside channels, including direct sales, wrap programs offered by major brokerages,
mutual fund supermarkets and an institutional consultant calling program. NTGI’s
international relationships include joint ventures, alliances and distribution arrangements
with entities in the UK, Ireland, Germany, Japan and the Cayman Islands.

NTGI also significantly expanded its distribution networks in the growing
European market, as well as in Canada and Japan. In Germany, NTGI manages more than
$1.2 billion in assets for institutional investors through the joint venture we formed
in 2001 with Helaba, a leading German bank. In addition, we manage $500 million for
Mediolanum, an Ttalian banking group, where we act as subadvisor for four Mediolanum
mutual funds.

Our many investment-related activities in 2002 highlight NTGI's
commitment to our highly focused, strategic investment management business. With our
strategic acquisitions, top portfolio management talent and organic development of internal
resources, we continue to add top-tier global capabilities across asset classes and investment
styles. Our continued growth, despite difficult markets, is a testament to the success of this
business approach.
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Worldwide Opegations and Technology

MISSIGON

Providing
support to
Northern Trust’s
personal and
corporate

and institutional
businesses by
creating

and delivering
innovative
products and
services that meet
client-specific
needs and strongly
enhance our
high-touch client

relationships.

orthern Trust’'s Worldwide Operations and Technology (WWOT) group
closely works with our Personal Financial Services, Corporate and Institutional Services
and Northern Trust Global Investments businesses to integrate leading-edge technology
with our high-touch, consultative approach to serving our clients’ needs. With operations
in North America, the UK., Eurcpe and the Asia-Pacific region, our single-technology plat-
form enables us to leverage capabilities across our businesses and to perform seamless and
timely processing of client transactions worldwide. Our capabilities are complemented by
more than a century of experience in protecting clients’ privacy and in safeguarding finan-
cial transactions through advanced security methods.

An intense client focus drives our technology strategy to provide clients
with easy and convenient tools to manage their assets anytime and from anywhere 24
hours a day via phone, wireless device and the Internet. From 2000 to 2002, Northern Trust
spent $854 million on technology and estimates an additional $87c million expenditure
through 2005. As the demand for immediacy accelerates, we stay ahead of the curve
by proactively creating and enhancing innovative products and services to exceed client
expectations.

Northern Trust received accolades from Worth magazine, which ranked
us best online bank in 2002. Since 1999, the number of private banking clients who use
our online services has grown annually by 40 percent. As online banking becomes more
popular, we view the Internet and other technologies as valuable tools to help us build
even stronger relationships with clients.

As cross-border investing and global trading activities rapidly increase,
WWOT steadfastly remains committed to accuracy, speed, efficiency and standardization
in all of our client transactions worldwide. We continue to actively participate in
industry initiatives, address issues and develop technologies to facilitate straight-through
processing—working to improve the settlement process, reduce costs of processing
trades, and reduce exposure and operational risks by ensuring more accurate information
matching, settlement and reporting.

To remain globally competitive, Northern Trust has always placed a
high priority on our systems and disaster recovery and business continuity strategies.
Maintaining an effective recovery process—preparedness—has been an ongoing corporate-
wide initiative at Northern Trust. As an industry leader in preparedness, we continuously
assess each critical function—further developing and maintaining effective recovery plans
that meet raised expectations of financial institutions’ continuity in dealing effectively
with any unpredictable event that might cause serious business interruption.

An important facet to Northern Trust’s business continuity strategy
is the construction of a new data center based in the western suburbs of Chicago that will
mirror Canal Center’s critical functions and will serve as the alternate facility to execute
business operations during an emergency. We expect the 65,000-square-foot, state-of-the-art
facility to open in spring 2003. Compliance with government regulations, as well as the
ongoing assessment and due diligence of our system processes, further enhances our
single-technology platform.
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World-class Innovations Distinguishing Northern Trust among
our competition is our full array of products and services, which we continually develop
and enhance to meet clients’ sophisticated and diverse needs. Our Internet site,
www.northerntrust.com, is the gateway to our proprietary Northern Trust Passport® suite
of online financial services for institutional and personal clients. From one portal, clients
have 24-hour, easy access to their portfolios and to our broad array of products and services.
In 2002, we introduced several enhancements to Northern Trust Private Passport®,
including an improvead online help system, improved site navigation, a new bill payment
service and the aggregation service, Passportfolios, which allows clients tc view their non-
Northern Trust online accounts through Passport.

For institutional clients and fund managers, we introduced Corporate
Actions Delivery and Response (CDR), an online tool available via Passport that securely
and efficiently organizes and responds to events that may affect their portfolios. For plan
sponsors and other institutional investors, we launched the Fund Peek Throughs tool
for clients to easily access detailed asset information on their mutual fund holdings.

Also distinguishing us in the marketplace is Northern Trust Global
Investor Passport™, our next-generation information tool launched in 2002 for corporate
and institutional clients. Global Investor Passport combines our proprietary technology
with our high-touch service to keep clients informed of relevant news tied to their portfolios
and to empower client decision making in order to manage risk effectively. Global Investor
Passport’s industry-leading compliance monitoring system, Northern Trust Compliance
Analyst, allows clients to ensure adherence to risk and investment guidelines.

Intense Client-driven Focus As the technology landscape swiftly
evolves, Northern Trust takes a leadership role in technologies that impact our global
business. We continuously develop and invest in leading-edge technologies to help us
anticipate the needs of our clients. We are proud of our highly skilled professionals who
remain strongly committed to producing and delivering highly customized products and
services, which further deepen our high-touch client relationships.
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WWOT’s Derrick Parker
(front row, right),
Officer Maureen Levins,
Hahn Lee (back row, left)
and Vice President
Tom Alajoki are among
the teams of
Northern Trust’s
highly skilled professionals
who work diligently
to ensure the seamless,
timely and secure
processing of client

transactions worldwide.
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Northern Trust

is strongly committed

to better educational
opportunities for the youth
in the communities

where we do business.

In Chicago, Northern Trust
helps support Art Resources
in Teaching (ART), an
organization committed to
bringing comprehensive
visual arts experiences to
area elementary school
classrooms. Here, students
enjoy an ART-sponsored
painting program at
Sutherland School

in Chicago’s Beverly
neighborhood.

CommunityNlnvolvement

J\:v \J orthern Trust has had a long-standing mission to help improve the

quality of life by investing in the communities where we do business. Through community
lending programs, grants, development investments, charitable giving and volunteer
activities, we participate in a wide range of worthy causes in the educational, human services,
civic and cultural areas.

Corporate contributions are a key initiative in our nationwide community
commnitment. In 2002, Northern Trust’s charitable giving totaled $9.6 million. Of that
amount, $850,000 was allocated to support the United Way/Crusade of Mercy. Through our
matching gift and volunteer grant programs, an additional $1 million in corporate
contributions was made to numerous worthy organizations nationally.

Investing to Build Better Neighborhoods Throughout 2002,
The Northern Trust Company continued to develop and expand community partnerships
in Chicago with Community Reinvestment Act (CRA) loans, grants and investments.

We earned our third consecutive “outstanding” CRA rating from the Federal Reserve Bank
of Chicago in 2002. The rating was based on lending, service and investment performance.
We also received the U.S. Department of Treasury’s Bank Enterprise Award, which
recognizes financial institutions that lend and invest in designated underserved areas.

Furthering our Chicago-area initiatives, Northern Trust invested
$171 million in mortgages in low- and moderate-income areas and provided $14 million in
small-business loans in these same underserved areas, In addition, we originated $107 million
in mortgages to low- to moderate-income people. In 2002, Northern Trust pledged $12 million
in loans and investments to the Neighborhood Housing Services of Chicago, a nonprofit
organization working to rebuild Chicago neighborhoods experiencing deterioration and
disinvestment, and we provided $2.2 million for a low-income housing development.

In 2002, we expanded our commitment with the Local Initiatives
Support Corporation (LISC) by funding a $6 million investment, which will be used to
support the group’s community redevelopment lending efforts in several of the markets
whete we do business.

Northern Trust Bank of Florida N.A. in 2002 made more than $12 million
in community development loans to help increase affordable housing and community
services. The bank also provided $17 million in mortgages to qualified borrowers and
provided more than $23 million in mortgages in low- and moderate-income areas.

Fostering Volunteerism Deeply rooted in our community
commitment is the dedication of Northern Trust people who generously donate their time
and money to numerous causes. From mentoring and tutoring to walk-a-thons and
fundraisers, employee volunteerism—along with our matching gift program—is a proud
tradition at Northern Trust.

We feel that it is our responsibility to be active corporate citizens and
to help grow strong, vibrant communities where we do business. Thanks to the deep,
caring commitment of our staff, Northern Trust proudly achieves this mission across our
expanding national network of offices.
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Management’s Discussion and Analysis of

Financial Condition and Results of Operations

Summary of Selected Consolidated Financial Data

($ In Millions Except Per Share Information) 2002 2001 2000 1999 1998
Noninterest Income
Trust Fees $1,233.1 $1,259.1 $1,2282 $ 996.8 $ 8355
Foreign Exchange Trading Profits 106.4 139.8 1527 107.7 1035
Treasury Management Fees 96.3 86.4 739 703 721
Security Commissions and Trading [ncome 429 355 34.3 302 280
Other Noninterest Income 58.1 91.7 78.1 55.9 544
Total Noninterest Income 1,536.8 16125 1,567.2 1,260.9 1,093.5
Net Interest Income 601.8 5953 5686 5188 477.2
Provision for Credit Losses 37.5 66.5 240 12,5 9.0
Income before Noninterest Expenses 2,100.1 2,141.3 20118 1,767.2 1.561.7
Noninterest Expenses
Compensation 666.3 685.8 689.1 582.6 518.1
Employee Benefits 130.8 1222 109.3 98.5 213
Occupancy Expense 106.5 100.2 87.3 743 679
Equipment Expense 89.0 85.7 73.1 636 62.2
Other Operating Expenses 439.5 415.5 4229 3317 2795
Total Noninterest Expenses f,432.1 1,409.4 1,381.7 1.450.7 1,019.0
Income before Income Taxes 669.0 731.9 730.1 6165 5427
Provision for Income Taxes 2219 244 .4 2450 2115 188.8
Net Income $ 447.1 $ 4875 $ 485.1 $ 405.0 $ 3539
Net Income Applicable to Common Stock $ 4449 $ 4834 $ 4794 $ 400.2 $ 3490
Per Common Share
Net Income—Basic $ 202 $ 218 3 217 $ 1.8l $ 158
—Diluted 1.97 211 208 1.74 1.52
Dividends Declared .68 635 56 495 435
Book Value—End of Period (EOP) 13.04 1197 10.54 9.25 8.19
Market Price-EQP 35.05 6022 8156 53.00 43.66
Average Total Assets $ 37,597 $ 35,633 $ 34057 $30,193 $27,206
Senior Notes—EOP 450 450 500 500 700
Long-Term Debt-EOP 766 767 638 659 458
Debt-Floating Rate Capital Securities~EOP 268 268 268 268 267
Ratios
Dividend Payout Ratio _ 33.8% 29.2% 25.9% 27.6% 277%
Return on Average Assets .19 1.37 1.42 1.34 1.30
Return on Average Common Equity 16.20 19.34 2209 20.67 ’ 2047
Tier | Capital to Risk-Weighted Assets-EOP 1113 10.88 9.79 992 9.78
Total Capital to Risk-Weighted Assets-EOP 14.13 1425 12.85 13.60 13.06
Leverage Ratio 7.76 793 691 7.14 690
Average Stockholders' Equity to Average Assets 7.63 7.35 6.72 6.81 6.71
Average Loans and Leases Times Average
Stockholders' Equity 6.1x 6.8x 7.2x 7.1x 7.3x
Stockholders—EOP 3,130 3,183 3,194 3,251 ' 3,373
Staff-EQP (full-time equivalent) 9,317 9,453 9,466 8,583 8,156

Note: Certain reclassifications have been made to prior periods’ financial information to conform to the current year's presentation. Refer to Note 2 to

Consolidated Financial Statements.

Northern Trust Corporation (Corporation) is a bank
holding company organized in 1971 to hold all of the outstand-
ing capital stock of The Northern Trust Company (Bank), an
inois banking corporation with its headquarters located in the
Chicago financial district. The Corporation also owns national
bank subsidiaries with offices in Arizona, California, Colorado,

Florida and Texas, a federal savings bank with offices in Michigan,
Missouri, Nevada, Ohio, Washington and Wiscensin, a trust
company in New York and varicus other nonbank subsidiaries,
including a securities brokerage firm, an international investment
consulting firm and a retirement services company. The Bank
has global custody operations in London, offices in the Chicago
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Financial Condition and Results of Operations

metropolitan area and various subsidiaries including an invest-
ment management company, a leasing company, a Canadian
trust company, a New York Edge Act company and a global
fund services provider. Although the operations of other sub-
sidiaries will be of increasing significance to the Corporation, it is
expected that the Bank will, in the foreseeable future, continue
to be the major source of the Corporation’s consolidated assets,
revenues and net income. Northern Trust has not utilized
unconsolidated special purpose entities to provide financing,
improve liquidity, transfer assets or manage credit risk.

Except where the context otherwise requires, all ref-
erences to “"Northern Trust” refer to Northern Trust Corpo-
ration and its subsidiaries on a consolidated basis.

Critical Accounting Policies

The use of estimates and assumptions is required in the prepara-
tion of financial statements in conformity with generally ac-
cepted accounting principles and actual results could differ from
those estimates. The Securities and Exchange Commission
{SEC) has also issued guidance and proposed rules relating to
the disclosure of critical accounting policies. Accounting policies
that are considered critical are those which require management
10 make subjective or complex judgments about the effect of
matters that are inherently uncertain and may change in sub-
sequent periods. Changes that may be required in the under-
lying assumptions or estimates in these areas could have a
material impact on Northern Trust’s future financial condition
and results of operations.

For Northern Trust, accounting policies that are
viewed zs critical are those relating to reserving for credit losses,
pension plan accounting, and estimating useful lives of purchased
and internaily developed software. Because of their critical
nature, management has discussed the development and se-
lection of each critical accounting estimate with the Audit
Committee of the Board of Directors.

Reserve for Credit Losses. The reserve for credit losses rep-
resents management’s estimate of probable inherent losses
which have occurred as of the date of the financial statements,
The loan and lease portfolio and other credit exposures are
regularly reviewed to evaluate the adequacy of the reserve
for credit losses. In determining the level of the reserve,
Northern Trust evaluates the reserve necessary for specific
nonperforming loans and also estimates losses inherent in other
credit exposures. The result is a reserve with the following
components:

Specific Reserve. The amount of specific reserves is
determined through a loan-by-loan analysis of nonperforming
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loans that considers expected future cash flows, the value of col-
lateral and other factors that may impact the borrower’s ability
to pay.

Allocated Inherent Reserve. The amount of the
allocated portion of the inherent loss reserve is based on loss
factors assigned to Northern Trust's credit exposures based on
internal credit ratings. These loss factors are primarily based on
management's judgment of estimated credit losses inherent in
the loan portfclio as well as historical charge-off experience. The
Credit Policy Group determines credit ratings at the time each
loan is approved. These credit ratings are then subject to peri-
odic reviews by the Credit Policy Group, which is independent
of business unit management. Credit Policy makes the final
determination of each loan’s rating. Credit ratings range from
“1" for the strongest credits to "9" for the weakest credits; a
"9" rated loan would normally represent a complete loss.

Unallocated Inherent Reserve. Management de-
termines the unallocated portion of the inherent loss reserve
based on factors that cannot be associated with a specific credit
or loan category. These factors include management’s subjective
evaluation of local and national economic and business con-
ditions, portfolio concentration and changes in the character and
size of the loan portfolio. The unallocated portion of the in-
herent loss reserve reflects management's attempt to ensure
that the overall reserve appropriately reflects a margin for the
imprecision necessarily inherent in estimates of expected credit
losses.

Loans, leases and other extensions of credit deemed
uncollectible are charged to the reserve. Subsequent recoveries,
if any, are credited to the reserve. The related provision for
credit losses, which is charged to income, is the amount neces-
sary to adjust the reserve to the level determined through the
above process. Actual losses may vary from current estimates
and the amount of the provision may be either greater than or
less than actual net charge-offs.

The controf process maintained by Credit Policy and
the lending staff, and the quarterly analysis of specific and inher-
ent loss components are the principal methods relied upon by
management to ensure that changes in estimated credit loss
levels are adjusted on a timely basis. In addition to Northern
Trust's own experience, management also considers the experi-
ence of peer institutions and regulatory guidance.

Management’s estimates utilized in establishing an
adequate reserve for credit losses are not dependent on any
single assumption, Management evaluates numerous variables,
many of which are interrelated or dependent on other assump-
tions and estimates, in determining reserve adequacy. Due to
the inherent imprecision in accounting estimates, other
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estimates or assumptions could reasonably have been used in
the current period and changes in estimates are reasonably likely
to occur from period to period. However, management believes
that the established reserve for credit losses appropriately ad-
dresses these uncertainties and is adequate to cover probable
inherent losses which have occurred as of the date of the finan-
cial statements,

Pension Plan Accounting. As summarized in Note |9 to the
consolidated financial statements, Northern Trust maintains a
noncontributory defined benefit pension plan covering sub-
stantially all employees. Measuring cost and reporting liabilities
resulting from defined benefit pension plans requires the use of
several assumptions regarding future interest rates, asset returns,
compensation increases and other actuarial-based projections
relating to the plan. Due to the long-term nature of this obliga-
tion and the assumptions that are required to be made, the
estimates used to determine the periodic pension expense and
the projected pension obligation are closely monitored and ad-
justed annually. Under generally accepted accounting principles
differences between these estimates and actual experience are
required to be amortized over the future working lifetime of eli-
gible participants. As a result, these differences are not recog-
nized as they occur but are recognized systematically and
gradually over subsequent periods.

Northern Trust recognizes the significant impact that
these pension-related estimates have on the determination of
the pension obligations and related expense and has established
procedures for monitoring and setting these estimates each
year. These procedures include an annual review of actual
demographic and investment experience with the pension plan’s
actuaries. In addition to actual experience, adjustments to these
estimates consider published interest rate indices, known com-
pensation trends and policies and economic conditions that may
impact the estimated long-term rate of return on plan assets.

In determining the pension expense in 2002, North-
ern Trust utilized a discount rate of 7.50% for the Qualified Plan
and 6.00% for the Nongualified Plan. The rate of increase in the
compensation level is based on a sliding scale that averaged 5%.
The expected long-term rate of return on Qualified Plan assets
was 9%. In order to provide an understanding of the sensitivity
of these assumptions on the periodic pension expense and pro-
jected benefit obligation, the following table is presented to
show the effect of increasing or decreasing each of these as-
sumptions by 25 basis points.

25 Basis 25 Basis

Point Point

(In Millions) . Increase  Decrease
Increase (Decrease) of 2002 Pension Expense

Discount Rate Change (1.4) 1.6

Compensaticn Level Change 1.0 (1o

Rate of Return on Asset Change (8) 8
Increase (Decrease) of Projected Benefit

Obligation

Discount Rate Change (13.2) 149

Compensation Level Change 5.1 (4.9)

In revising these estimates at Northern Trust's September 30,
2002 measurement date, the following events were considered:

Discount Rate: Northern Trust utilizes the Moody's
AA Corporate Bond rate in establishing the discount rate for
the Qualified Plan. Since this benchmark rate fell approximately
75 basis points, Northern Trust lowered the discount rate for
the Qualified Plan by a like amount. The discount rate for the
Nongqualified Plan was reduced based on the decline in long-
term Treasury bond rates.

Compensation Level: In recognition of Northern
Trust's initiatives to manage operating costs, salary increases and
incentive programs have been curtailed. In recognition of these
policy changes the compensation scale assumption has been
modified for a three-year period. The compensation policy
change, together with lower inflation rates, resulted in a 140
basis point reduction in this assumption.

Rate of Return on Plan Assets: The expected return
on plan assets is based on an estimate of the long-term rate of
return on plan assets. Accounting guidance requires this assump-
tion be reviewed every three to five years. In 2002, Northern
Trust's Employee Benefit Committee completed an in-depth
Pension Asset and Liability Modeling study. Based on the asset
allocation recommended, the weighted average expected return
for each asset class was determined, which resulted in a recom-
mendation to lower the expected rate of return by 25 basis
points to 8.75%.

As a result of these changes in estimates and other
actuarial experiences of the Qualified and Nongualified plans,
the estimated pension expense is expected to increase by
approximately $10.0 miflion in 2003.

Purchased and Internally Developed Software. A significant
portion of Northern Trust's products and services are depen-
dent on complex and sophisticated computer systems based
primarily on purchased and internally developed software pro-
grams. Under Northern Trust's accounting policy, purchased
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software and other allowable internal costs, including compensa-
tion, relating to software developed for internal use are capital-
ized. Capitalized software is then amortized over its estimated
useful life ranging from 3 to 10 years. At December 31, 2002,
capitalized software totaled $371.1 million and software amorti-
zation in 2002 totaled $75.0 million. Northern Trust believes
that the accounting estimate relating to the determination and
ongoing review of the estimated useful lives of capitalized soft-
ware is a critical accounting policy. Northern Trust has this view
because rapidly changing technology can unexpectedly change
software functionality, resulting in a significant change in the use-
ful life, including a complete write-off of software applications.
In addition, product changes can also render existing software as
obsclete requiring a write-off of the carrying value of the asset.
In order to address this risk, Northern Trust's account-
ing procedures require at least an annual review of all software
applications to confirm the reasonableness of asset book values
and remaining useful lives. Any adjustments that may result from
this process are reviewed by senior management.

Results of Operations

Overview. Net income for 2002 totaled $447.1 million, down
8% from $487.5 million earned in 2001, which compared with
$485.1 million earned in 2000. Diluted net income per common
share decreased 7% to $1.97 from $2.11 in 2001, which was up
1% from $2.08 in 2000. The net income performance produced
a return on average common stockholders’ equity of 16.20%
compared with 19.34% in 2001 and 22.09% in 2000. The return
on average assets was |.19% in 2002 compared with 1.37% in
2001 and 1.42% in 2000.

Earnings for the year were adversely affected by con-
tinued weak economic conditions and equity markets that de-
clined for the third consecutive year. Although net interest
income and treasury management fees increased to record lev-
els, trust fees, which includes securities lending, foreign exchange
trading profits and other noninterest income declined relative to
the prior year. Despite much steeper declines in worldwide
equity markets, as evidenced by the 23% yearly decline in the
S&P 500 equity index and 32% fall in the Nasdag Composite
Index in 2002, trust assets under administration of $1.50 trillion
at December 31, 2002 declined only 10% from the prior year-
end. In this difficult environment revenues declined 3% while
operating expenses increased by 2%, resulting in a 153% pro-
ductivity ratio.

Stockholders' equity grew to $3.00 billion, as com-
pared with $2.77 billion at December 31, 2001 and $2.46 billion
at December 31, 2000, primarily through the retention of earn-
ings, offset in part by the repurchase of common stock pursuant
to the Corporation’s share buyback program.
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The Board of Directors maintained the quarterly divi-
dend per common share at $.17 for an annual rate of $.68. The
Board'’s action reflects a policy of establishing the dividend rate
commensurate with profitability while retaining sufficient earn-
ings to allow for strategic expansion and the maintenance of a
strong balance sheet and capital ratios.

Northern Trust's strategy will continue to focus on
growing its two principal business units: Corporate and Institu-
tional Services (C&IS) and Personal Financial Services (PFS).
C&IS provides investment asset administration and related serv-
ices to corporate and public entity retirement funds, foundation
and endowment clients, fund managers, insurance companies
and government funds; a comprehensive array of retirement
consulting, actuarial and recordkeeping services; and a full range
of commercial banking services, including treasury management
services. PFS provides financial services to individuals and small/
mid-size businesses through a unique office network in twelve
states. An important element in this strategy is increasing the
penetration of the C&IS and PFS target markets with investrment
management and related services and products provided by a
third business unit, Northern Trust Global Investments (NTGI).
In executing this strategy, Northern Trust emphasizes service
quality through a high level of personal service complemented
by the effective use of technology. Operating support for these
business units is provided through the Worldwide Operations
and Technology business unit (WWOT). Northern Trust closely
monitors expense growth and capital expenditures to ensure
that short- and long-term business strategies and performance
objectives are effectively balanced.

Noninterest Income. Noninterest income represented 70%
of total taxable equivalent revenue in 2002 compared with 71%
in both 2001 and 2000. Noninterest income totaled $1.54 bil-
lion in 2002, $1.61 billion in 2001, and $1.57 billion in 2000.

Trust Fees. Trust fees accounted for 80% of total
noninterest income and 56% of total taxable equivalent revenue
in 2002. Trust fees for 2002 decreased 2% to $1.23 billion from
$1.26 billion in 2001, which was up 3% from $1.23 billion in
2000. Over the past five years, trust fees have increased at a
compound growth rate of 12%. Total trust assets under admin-
istration at December 31, 2002 were $1.50 trillion, down 10%
from $1.67 trillion a year ago, including $472.0 billion of globai
custody assets. Trust assets under administration included
managed assets of $302.5 billion, down from $319.9 billion
at the end of 2001, Previously reported total and managed
assets have been adjusted to eliminate a duplicate calculation.
This adjustment had no impact on trust revenues.

Trust fees are based on the market value of assets
managed and administered, the volume of transactions, secu-
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rities lending volume and spreads, and fees for other services
rendered. Asset-based fees are typically determined on a sliding
scale so that as the value of a client portfolio grows in size,
Northern Trust receives a smaller percentage of the increasing
value as fee income. Therefore, market value or other changes
in a portfolio’s size do not typicalty have a proportionate impact
on the level of trust fees. Certain investment management fee
arrangements also may provide for performance fees, which
are based on client portfolio returns exceeding predetermined
levels. In addition, C&IS trust relationships are increasingly
priced to reflect earnings from activities such as custody-related
deposits and foreign exchange trading that are not included in
trust fees. Custody-related deposits maintained with bank
subsidiaries and foreign branches are primarily interest-bearing
and averaged $9.8 billion in 2002, $9.3 billion in 2001 and
$7.6 billion in 2000.

A discussion of the trust-related services provided by
C&IS, PFS and NTGI follows. The operating results, which in-
clude both trust and banking services, for C&IS and PFS are pro-
vided on pages 40-44.

Corporate and Institutional Services. Trust fees in
C&IS decreased 2% in 2002 to $626.5 million from $642.4 mil-
lion in 2001, which was up 5% from $613.3 million in 2000.
These fees are derived from the full set of investment asset
administration and related services that Northern Trust provides
worldwide to corporate and public entity retirement funds,
foundation and endowment clients, fund managers, insurance
companies and government funds. Northern Trust's investment
asset administration and related services include worldwide
master trust and master custody, settlement and reporting, cash
management, and risk and performance analysis services. Trust
custody relationships managed by C&IS often include investment
management, securities lending, transition management and
commission recapture services provided through NTGI. In addi-
tion to these services, Northern Trust offers its C&IS clients a

Consolidated Trust Assets Under Administration

comprehensive array of retirement consulting, actuarial and
recordkeeping services and a full range of commercial banking
services.

The following table summarizes C&IS trust fees
by product:

Corporate and Institutional Services
Summary of Trust Fees by Product

(In Millions) 2002 2001 2000
Custody Services $218.6 $214.0 $208.3
Investment Management 186.8 182.4 180.4
Securities Lending 100.0 135.7 [17.3
Retirement Consulting Services 72.3 68.3 68.8
Other Services 48.8 420 385
Total Trust Fees $626.5 $642.4 $6133

The decline in C&IS trust fees resufted from lower
securities lending fees, which totaled $100.0 million, compared
with $135.7 million in 2001. The prior year results benefited
from both higher volumes and increased spreads earned on the
investment of collateral, due to the |1 decreases in the federal
funds rate during the year. Fees from custody services increased
2% as a result of net new business, offset in part by the impact
of lower market values of assets administered. Retirement
services recordkeeping and consulting fees increased 6% to
$72.3 million.

C&IS trust fees benefited from net new asset manage-
ment business, offset in large part by the impact of lower market
values of assets under management. Northern Trust continued
10 broaden its offerings of both passive and actively managed
investment products to trust and banking clients. Fees from
investment products totaled $186.8 million, up slightly from
$182.4 mitlion in 2001, driven primarily by growth in institutional
money market funds.

Five-Year

Compound

Percent Growth

December 31 Change Rate

(% In Billions) 2002 2001 2000 1999 1998 2002/01

Corporate & Institutional $ 2148 % 2259 % 2275 $ 2005 % 1595 (5)% 9%

Personal 87.7 94.0 98.1 91.6 734 %) 8

Total Managed Trust Assets 302.5 3199 3256 2921 2329 5 9

Corporate & Institutional 1,132.1 1,281.7 1,275 1,178.4 9759 (12) 6

Personal 69.0 728 707 604 478 (5) 13

Total Non-Managed Trust Assets 1,201.1 1,354.5 1,345.8 1,2388 1,023.7 () 6
Consolidated Trust Assets Under Administration $1,503.6 $16744 $16714  $1,5309 312566 (10)% 7%
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Total C&IS trust assets under administration totaled
$1.35 trillion at December 31, 2002, | 1% lower than $1.51 tril-
lion at December 31, 2001. Included in C&IS assets adminis-
tered are those for which Northern Trust has management
responsibility. Managed assets were invested 24% in equity secu-
rities, 16% in fixed income secunities and 60% in cash and other
assets. The cash and other assets that have been deposited by
investment firms as collateral for securities they have borrowed
from trust clients are invested by Northern Trust and are in-
cluded in trust assets under administration as managed assets.
The collateral totaled $89.0 billion and $92.2 billion at Decem-
ber 31, 2002 and 2001, respectively.

New recurring C&IS business sold and transitioned
net of lost business in 2002, represented approximately $43 mil-
lion in annualized trust fees, compared with $71 million in 2001.
The lower level of net new business sold primarily reflects the
loss of two large custody clients through the periodic rebidding
process and the loss of several clients due to mergers and ac-
quisitions. Approximately 45% of the new business sold came
from existing clients and 55% from new relationships.

Personal Financial Services. Northern Trust has
positioned itself in markets having significant concentrations of
wealth and growth potential. During the year, Northern Trust
opened an office in Los Altos, California and expanded or re-
modeled several existing offices. Its unique network of Personal
Financial Services offices includes 82 locations in twelve states.
PFS also includes the Wealth Management Group, which pro-
vides customized products and services to meet the complex
financial needs of families and individuals in the United States
and throughout the world with assets typically exceeding
$100 million.

At December 31, 2002 trust assets under admin-
istration in PFS totaled $156.7 billion, compared with $166.8 bil-
lion at December 31, 2001. Included in assets administered are
those for which Northen Trust has management responsibility.
Managed assets were invested 41% in equity securities, 41% in
fixed income securities and 18% in cash and other assets.

PFS trust fees totaled $606.6 million for the year,
compared with $6(6.7 million in 2001 and $614.9 million in
2000. The modest decrease in the current year resulted from
the continued decline in the equity markets, partially offset by
net new business. The Wealth Management Group’s trust fees
increased 6% to $74.8 million, and at year-end the Wealth Man-
agement Group administered $65.1 billion for significant family
asset pools nationwide, up from $64.9 billion last year.

Net new recurring PFS business sold and transitioned
in 2002 totaled approximately $4! million in annualized trust
fees, down from $63 million in 2001. The poor equity market
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conditions together with weak investor confidence slowed new
business activity during 2002.

Northern Trust Global Investments. Northern
Trust Global Investments brings together the investment man-
agement activities of the C&IS and PFS businesses. The revenues
associated with this business unit are fully allocated to C&IS and
PFS. NTG! integrates Northern Trust’s portfolio management,
research and trading with client servicing, institutional sales, mar-
keting and product management, while continuing to emphasize
Northern Trust's overall relationship orientation.

Northern Trust Investments, Inc. (NT1), a separate
subsidiary of the Bank and a registered investment advisor, pro-
vides investment management services to Northern Trust’s two
mutual fund families and institutional clients. This structure
makes the administration of these activities more efficient as
well as accommodates future development of Northern Trust's
investment business.

NTGI's international relationships include joint
ventures, alliances and distribution arrangements with entities
in the United Kingdom, ireland, Germany, Japan and the
Cayman Islands.

NTG!'s strategic focus on investment management,
branding, product management, distribution and client servicing
helped drive Northern Trust's continued growth in new busi-
ness. During 2002 Northern Trust continued to achieve solid
investment results across asset classes. For example, 31 of 52
eligible mutual funds advised by Northern Trust were ranked in
the top two quintiles for 2002 investment performance by
Lipper Analytical Services. Similarly, 16 of 38 eligible Northern-
managed mutual funds were rated as 4- or 5-star for one-year
performance by Morningstar. Also in 2002, NTGI completed the
initial funding of its private equity fund and introduced both an
actively managed hedge fund and an arbitrage fund, its second
hedge fund of funds.

On January 31, 2003, Northern Trust closed its
acquisition of the global passive equity, enhanced equity and
passive fixed income investment management business of Deut-
sche Bank AG. Under the terms of the agreement, Northern
Trust paid approximately $100 million primarily based on assets
under management of $44.1 billion. This payment takes into
consideration certain assets that are expected to transition dur-
ing the next several months. Additional payments will also be
made as other assets are transitioned later this year.

Consolidated securities lending revenues in 2002
stood at $101.0 million with average loan volume increases of
10% over the past three years. Since its inception in 1981, there
have been no losses to collateral fund participants. May 2002
saw the successful launch of Equilend LLC, the open, global,
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standards-based securities lending platform founded by
Northern Trust and nine other industry-leading financial in-
stitutions. The platform focuses on standardization and max-
imizing efficiencies in the global securities lending industry.

At year-end, Northern Trust managed $302.5 billion
in trust assets for personal and institutional clients, down a
modest 5% from $319.9 billion at year-end 2001, despite
weaker equity markets as evidenced by the 23% yearly decline
in the S&P 500 equity index and the 32% fall in the Nasdag
Composite Index. Despite the slight decline in 2002, trust assets
under management have grown at a five-year compound annual
rate of 9%.

Foreign Exchange Trading Profits. Foreign ex-
change trading profits totaled $106.4 million, 24% below the
$139.8 million reported in 2001, which in turn was 8% lower
than the record $152.7 million in 2000. As custodian, Northemn
Trust provides foreign exchange services in the normal course
of business. Active management of currency positions, within
conservative limits, also contributes to trading profits. The cur-
rent year foreign exchange results reflect lower client volumes
and reduced market volatility in the major currencies. The de-
cline in profits in 2001 reflected reduced market volatility in the
major currencies, offset in part by growth in client volumes.

Treasury Management Fees. The fee portion of
treasury management revenues totaled $96.3 million in 2002,
an increase of 12% from the $86.4 million reported in 2001
compared with $73.9 million in 2000. Total treasury manage-
ment revenues, which, in addition to fees, include the fee equiv-
alent value of compensating deposit balances, increased 2% to
$119.8 million from $117.6 million in 2001 compared with
$109.7 million in 2000, reflecting the continued growth of new
business in both paper- and electronic-based products. The in-
crease in the fee portion of the revenue was partly a result of
more clients paying for services in fees rather than by compen-
sating deposit balances.

Security Commissions and Trading Income.
Security commissions and trading income totaled $42.9 million
in 2002, compared with $35.5 million in 2001 and $34.3 million
in 2000. This income is primarily generated from securities bro-
kerage services provided by Northern Trust Securities, Inc.
(NTSI). The increase in both years reflects continued growth in
securities brokerage activities, up 21% in 2002 and 5% in 2001.

Other Operating Income. Other operating in-
come includes loan, letter of credit and deposit-related service
fees and other miscellaneous income from asset sales. Other
operating income in 2002 totaled $57.8 million compared with
$91.7 million in 2001 and $77.9 million in 2000. The current
year results have been reduced by a $15.0 million write-off of an

investment in myCFO, Inc., 2 $4.8 million write-off of an equity
investment in the Global Straight Through Processing Associa-
tion and a $4.6 million write-down in the residual value of an
aircraft leased to United Airlines. Partially offsetting these trans-
actions was approximately $8.5 million in gains by Norlease, Inc.
from the sales of leased equipment at the end of scheduled
lease terms. Excluding nonrecurring items, the remainder of the
decrease in other operating income in 2002 is primarily attribut-
able to lower levels of trust deposit-related revenues due to
lower interest rates, partially offset by higher loan service,
standby letter of credit, and banking-related fees. The prior year
included a $9.2 million nonrecurring gain on the sale of an 80%
interest in Northern Trust's lockbox operations. Nonrecurring
gains from the sale of assets in 2000 totaled $4.5 million.

Investment Security Gains. Net security gains
were $.3 million in 2002. This compares with net gains of zero
in 2001 and $.2 million in 2000,

Net Interest Income. Net interest income is defined as the
total of interest income and amortized fees on earning assets,
less interest expense on deposits and borrowed funds, adjusted
for the impact of off-balance sheet hedging activity. Eaming as-
sets, which consist of securities, loans and money market assets,
are financed by a large base of interest-bearing funds, including
retail deposits, wholesale deposits, short-term borrowings, se-
nior notes and long-term debt. Earning assets are also funded by
net noninterest-related funds. Net noninterest-related funds
consist of demand deposits, the reserve for credit losses and
stockholders' equity, reduced by nonearning assets including
cash and due from banks, items in process of collection, build-
ings and equipment and other nonearning assets. Variations in
the level and mix of earning assets, interest-bearing funds and
net noninterest-related funds, and their relative sensitivity to in-
terest rate movements, are the dominant factors affecting net
interest income. In addition, net interest income is impacted by
the level of nonperforming assets and client use of compensat-
ing deposit balances to pay for services.

Net interest income for 2002 was a record $601.8
million, up 1% from $595.3 million in 2001, which was up 5%
from $568.6 mitlion in 2000. When adjusted to a fully taxable
equivalent (FTE) basis, yields on taxable, nontaxable and partially
taxable assets are comparable, although the adjustment to a FTE
basis has no impact on net income. Net interest income on a
FTE basis for 2002 was a record $650.5 million, an increase of
$2.6 million from $647.9 million in 2001 which in turn was up
4% from $621.9 million in 2000. Through steady asset growth
and conservative interest rate risk management, Northern Trust
has been successful in generating year over year improvement in
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net interest income as evidenced by the fact that 2002 repre-
sents the nineteenth consecutive year of record performance.
The improvement in FTE net interest income in 2002 was
driven primarily by a 5% increase in average earning assets.

Earning assets averaged $33.6 billion, up 5% from the
$32.0 billion reported in 2001, which was up frem $30.7 billion
in 2000, The growth in average earning assets reflects a $3.1 bil-
lion increase in money market assets partially offset by a $1.3 bil-
lion decrease in securities and a $.2 billion decrease in loans.

Loans averaged $17.6 billion compared to $17.8 bil-
lion last year. The decline reflects a lower level of commercial
loans, partially offset by en increase in residential mortgages and
lease financing. Residential mortgages were up $559 million to
$7.7 billion on average, and lease financing increased $1 [4 mil-
lion. In addition, reflecting growth in lending to Wealth
Management and private banking clients, personal loans in-
creased $99 millicn or 5% to average $2.3 billion for the year.
Offsetting these increases was a decline of $715 million or 14%
in commercial and industrial loans to average $4.3 billion for

Analysis of Net Interest Income (FTE)

the year. International loans decreased from $708 million on
average last year to $383 million in 2002, The loan portfolio in-
cludes noninterest-bearing domestic and international overnight
advances related to processing certain trust client investments,
which averaged $673 million in 2002, down from $872 miflion a
year ago. Securities averaged $7.2 billion in 2002, down 16%
resulting primarily from lower levels of federal agency securities.
Money market assets averaged $8.8 billion in 2002 compared
with $5.7 billion in 2001.

The increase in average earning assets of $1.6 billion
was funded through growth in interest-bearing deposits, other
interest-related funds and noninterest-related funds. The deposit
growth was concentrated primarily in foreign office time depos-
its, up $1.0 billion resulting from increased global custody activ-
ity, and savings and money market deposits, up $443 million,
Partially offsetting these increases were lower levels of personal
and commercial certificates of deposit and time deposits, down
a combined $1.0 billion on average for the year.

Percent Change

($ In Mitlions) 2002 2001 2000 2002/01 2001700
Interest Income $ 1,238.3 $ 16815 $ 20011 (26.4)% (16.4)%
FTE Adjustment 487 526 533 (7.4) (1.3)
Interest Income-FTE 1,287.0 1,734.4 2,064.4 (25.8) (16.0)
Interest Expense 636.5 1,086.2 14425 (41.4) (24.7)
Net Interest income-FTE $ 650.5 $ 6479 $ 6219 4% 42%
Average Balance
Earning Assets $33,622.0 $32,041.8 $30,748.7 4.9 % 42%
Interest-Related Funds 28,196.4 26,924.6 26056.2 47 33
Noninterest-Related Funds 5,425.% 54172 46925 6.0 9.1
Change in Percentage
Average Rate
Earning Assets 3.83% 541% 671% (1.58) {1.30)
interest-Related Funds 2.26 4.03 554 (1.77) (1.51)
Interest Rate Spread 1.57 1.38 117 A9 21
Total Source of Funds 1.90 3.39 469 (1.49) (1.30)
Net Interest Margin 1.93% 2.02% 2.02% (.09) -

Refer to pages 92 and 93 for a detailed analysis of net interest income.

Other interest-related funds averaged $10.0 billion,
up $823 million, principally from higher levels of federal funds
purchased and borrowings from the Federal Home Loan Bank,
partially offset by lower levels of treasury investment program
balances and securities sold under agreements to repurchase.
Average net noninterest-related funds increased $308 million,
mainly due to higher noninterest-bearing deposits and stock-
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holders' equity. Stockholders’ equity for the year averaged $2.9
billion, an increase of $246.6 million or 9% from 2001, princi-
paily due to the retention of earnings, offset in part by the re-
purchase of common stock pursuant to the Corporation's share
buyback program.

The net interest spread improved to 1.57% in 2002
from 1.38% in 2001 resulting primarily from the favorable im-
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pact of the decline in interest rates on average funding costs,
While noninterest-refated funds increased $308 miilion to

$5.4 billion, the value of these funds was diminished by the de-
cline in interest rates as the average return on earning assets fell
by 158 basis points. As a result of the above, the net interest
margin of 1.93% in 2002 was down 9 basis points from the prior
year. For additional analysis of average balances and interest rate
changes affecting net interest income, refer to the Average
Statement of Condition with Analysis of Net Interest Income on
pages 92 and 93.

Provision for Credit Losses. The provision for credit losses
of $37.5 million was $29.0 million lower than the $66.5 million
required in 2001, which in turn was $42.5 million greater than
the $24.0 million provision in 2000. For a discussion of the
reserve and provision for credit losses, refer to pages 50
through 53.

Noninterest Expenses. Noninterest expenses for 2002 to-
taled $1.43 billion, up $22.7 million or 2% from $1.41 billion in
2001, which was up 2% from $1.38 billion in 2000. Expense
growth in 2002 as in 200! continued at moderate levels, result-
ing from the ongoing initiatives implemented by management in
2001 to reduce certain discretionary expenses. These initiatives
included closely monitoring staffing levels, limiting staff-related
and other discretionary expenses, and maintaining the change
that was made in 2001 to certain incentive plans to include a
stock option grant component in lieu of cash. This initiative re-
sulted in a $20.4 million expense savings in 2001 when com-
pared to programs in place prior to this initiative. In addition,
the adoption of new accounting requirements in 2002 to elimi-
nate goodwill amortization costs reduced expenses by $9.9 mil-
lion or $8.0 million after-tax.

The productivity ratio, defined as total revenue on a
taxable equivalent basis divided by noninterest expenses, was
153% for 2002, 160% in 2001 and 158% in 2000.

Compensation and Benefits. Compensation and
benefits, which represent 56% of total noninterest expenses,
decreased 1% tc $797.1 million in 2002 from $808.0 million in
2001, which was up 1% from $798.4 million in 2000. Compensa-
tion costs, the largest component of noninterest expenses, to-
taled $666.3 million, down $19.5 million from $685.8 million a
year ago. The impact of outsourcing lockbox services in the
third quarter of 2001 and lower performance-based pay offset
salary increases and higher benefit costs. Performance-based
compensation expense for 2002 decreased $23.8 million from
2001, which in turn had decreased $50.0 million from 2000.
Compensation levels in both 2002 and 2001 reflect the impact

of slower revenue growth, lower investment portfolio perform-
ance, corporate earnings performance and modifications made
to certain cash incentive plans. Staff on a full-time equivalent
basis averaged 9,371 in 2002, down 1% compared with 9,484 in
2001, which was up 5% from 9,019 in 2000. The decline in aver-
age staffing levels during 2002 reflects the third quarter 2001
outsourcing of lockbox operations and the close monitoring of
staff levels. The increase in staff levels during 2001 was required
to support growth initiatives and strong new business in both
C&IS and PFS. Average staff levels in 2001 would have been
higher by approximately {90 posts and compensation expense
would have increased more, had Northern Trust not out-
sourced its lockbox services during 2001. These expenses are
now included in outside services purchased and reflected in
other operating expenses. Staff on a full-time equivalent basis
totaled 9,317 at December 31, 2002, a decline of 136 positions
or 1% since the end of 2001,

Employee benefit costs for 2002 totaled $130.8 mil-
lion, up $8.6 millicn or 7% from $122.2 million in 2001, which
was |2% higher than the $109.3 million in 2000. The increase in
employee benefits in each of the past two years primarily re-
flects higher payroll taxes, medical and dental plan costs, and re-
tirement plan benefits, which included higher benefits associated
with revisions made to the ESOP.

Occupancy Expense. Net occupancy expense to-
taled $106.5 million, up 6% or $6.3 million from $100.2 million
in 2001, which was up 15% from $87.3 million in 2000. The
principal components of the 2002 occupancy expense increase
were higher rent and the expansion and renovation of existing
offices, including the relocation of London Branch staff to a new
facility in the Canary Wharf district, one of Europe's largest
financial centers. These increases were partially offset by lower
real estate taxes and utility costs. The increase in 200! resulted
from higher rental and utility costs, depreciation and main-
tenance of buildings and leasehold improvements.

Equipment Expense. Equipment expense, which
includes depreciation, rental and maintenance costs, totaled
$89.0 million, up 4% from $85.7 million in 2001, which was 17%
higher than the $73.1 million in 2000. The 2002 results reflect
higher levels of depreciation and maintenance of computer
hardware and data line lease costs, partly offset by lower costs
for equipment maintenance and depreciation of personal com-
puters. The 2001 results reflect higher levels of computer hard-
ware depreciation expense, data line lease costs, rental and
maintenance costs of computers and equipment.

Other Operating Expenses. Other operating
expenses for 2002 totaled $439.5 million, up 6% from $415.5
million in 2001, which was down 2% from $422.9 million in
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2000. The higher expense level for 2002 was due in part to
higher costs associated with professional services, processing
errors incurred in servicing and managing financial assets and
performing banking activities, software amortization and aother
expenditures to support business growth. Higher professional
services include increased costs associated with payments made
for receivables management and lockbox services. Partially off-
setting these increases was the adoption of new accounting
requirements in 2002 to eliminate goodwill amortization
costs, which reduced expenses by $9.9 million or $8.0 million
after-tax.

The decline in the 2001 expense level reflects the net
impact of several factors. These included expense reductions as
a result of a decrease in performance-based fees paid to invest-
ment sub-advisors, lower levels of business development costs,
and a reduction in charges associated with processing errors
incurred in servicing and managing financial assets and perform-
ing banking activities. These lower expenses were partially offset
by higher costs associated with software amortization, ex-
pansion of the personal trust and banking office network, and
other expenditures to support business growth. Other operat-
ing expense in 2001 also included $9.4 million in payments
made related to outsourcing receivables management and lock-
box services in the second half of the year. Before these services
were outsourced, the majority of these costs were included in
salary and benefit expense.

Provision for Income Taxes. The provision for income
taxes was $221.9 millior in 2002 compared with $244.4 million
in 2001 and $245.0 million in 2000. The current year reflects a
lower federal and state income tax provision resulting primarily
from the reduction in pre-tax earnings for the year. The effec-
tive tax rate was 33% for both 2002 and 2001, compared with
34% for 2000.

Business Segments

Northern Trust Corporation, under Chairman, Chief Executive
Officer and President William A. Osborn, organizes around two
principal client-focused business units, C&IS and PFS. Investment
management services and products are provided to the clients
of these business units by NTGI. Operating and systems support
is provided to each of the business units by WWOT. Each of
these four business units has a president who reports to
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Mr. Osborn. For financial management reporting purposes, the
operations of NTG| and WWOT are allocated to the two
principal business units, The Risk Management Unit includes the
Treasury Department and also reports directly to Mr. Osborn.
Mr. Osborn has been identified as the chief operating decision
maker because he has final authority over resource allocation
decisions and performance assessment.

Business unit results are presented in order to
promote a greater understanding of their financial perform-
ance. The information, presented on an internal
management-reporting basis, is derived from internal account-
ing systems that support the strategic objectives and
management structure. Management has developed account-
ing systems to allocate revenue and expenses related to each
segment, as well as certain corporate support services,
worldwide operaticns and systems development expenses.
The management reporting systems alsc incorporate proc-
esses for allocating assets, liabilities and the applicable inter-
est income and expense. Tier | and tier 2 capital are
allocated based on the federal risk-based capital guidelines at
a level that is consistent with Northern Trust’s consolidated

capital ratios, coupled with management's judgment of the
operational risks inherent in the business. Allocations of capi-
tal and certain corporate expenses may not be representa-
tive of levels that would be required if the segments were
independent entities. The accounting policies used for man-
agement reporting are the same as those described in
“Accounting Policies,” in the Notes to Consolidated Financial
Statements. Transfers of income and expense items are re-
corded at cost; there is no intercompany profit or loss on
sales or transfers between business units. Northern Trust's
presentations are not necessarily consistent with similar in-
formation for other financial institutions. For management
reporting purposes, certain corporate income and expense
items are not allocated to the business units and are pre-
sented as part of “Treasury and Other.” These items include
the impact of long-term debt, preferred equity, holding com-
pany investments, and certain corporate operating expenses.
The following table summarizes the consolidated re-

sults of operations of Northern Trust. This information is fol-
lowed by the eamings contribution of the two principal business
segments for the years ended December 31, 2002, 2001 and
2000 on the basis described above.
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Consolidated
Results of Operations

($ In Millions) 2002 2001 2000
Noninterest Income

Trust Fees $ 1,233.1 % 12590 § 12282

Other 303.7 3534 3390
Net Interest Income (FTE 650.5 6479 6219
Provision for Credit Losses 37.5 66.5 240
Noninterest Expenses 1,432.1 [,409.4 1,381.7
Income before Income Taxes*® 717.7 784.5 783.4
Provision for Income Taxes* 270.6 297.0 2983
Reported Net Income $ 4471 $ 4875 $ 4851
Goodwill, after Taxes - 8.0 76
Adjusted Net Income $ 4470 % 4955 % 4927
Percentage of Reported Net

Income Contribution 100% 100% 100%

Average Assets $37,596.7 $356327 $34,057.1

*Stated on g fully taxable equivalent basis (FTE). The consolidated figures
include $48.7 million, $52.6 million and $53.3 million of FTE adjustment for
2002, 2001 and 2000, respectively.

Note: Certain reclassifications have been made to 2001 and 2000 finan-
cial information to conform to the current year's presentation.

Corporate and Institutional Services
Results of Operations

($ In Millions) 2002 2001 2000
Noninterest Income

Trust Fees $ 6265 $ 6424 § 6133

Other 245.4 2737 266.1
Net Interest Income (FTE) 180.3 198.8 1985
Provision for Credit Losses 26.5 492 13.3
Noninterest Expenses 710.3 697.3 6577
Income before Income Taxes 315.4 3684 406.9
Provision for Income Taxes 122.4 143.0 157.7
Reported Net Income $ 1930 % 2254 § 2492
Goodwill, after Taxes - 3.1 2.7
Adjusted Net income $ 1930 $ 2285 % 2519

Percentage of Reported Net

Income Contribution 43% 46% 51%

$16,736.5 3$173955 $165184

Average Assets

Corporate and Institutional Services. The C&IS business
unit, under the direction of Peter L. Rossiter, President—C&S,
is a leading worldwide provider of investment asset admin-
istration and related services to corporate and public entity
retirement funds, foundation and endowment clients, fund
managers, insurance companies and government funds. tnvest-
ment asset administration services encompass a full range of
state-of-the-art capabilities including: worldwide master trust
and master custody, settlement and reporting; cash manage-
ment; and risk and performance analysis services. Trust and cus-
tody relationships managed by C&IS often include investment

management, securities lending, transition management and
commission recapture services provided through the Northern
Trust Global Investments business unit. Services with respect to
securities traded in foreign markets are provided primarily
through the Bank's London Branch. Related foreign exchange
services are rendered at the London and Singapore Branches as
well as in Chicago. In addition to investment asset administration
services, C&IS offers a comprehensive array of retirement con-
sulting, actuarial and recordkeeping services through Northern
Trust Retirement Consulting, LLC. C&IS also offers a full range
of commercial banking services through the Bank, placing special
emphasis on developing and supporting institutional relation-
ships in two target markets: large domestic corporations and
financial institutions (both domestic and international). Institu-
tional relationships include insurance companies and trust serv-
ices for domestic correspondent banks. Treasury management
services are provided to corporations and financial institutions
and include a variety of other products and services to accel-
erate cash collections, control disbursement outflows and gen-
erate information to manage cash products.

Net income for C&IS decreased (4% in 2002 and
totaled $193.0 million compared with $225.4 million in 2001
which was down 0% from $249.2 million in 2000. The decline
in net income for 2002 was primarily driven by lower trust fees
and foreign exchange trading profits. Trust fees decreased 2%
and represented 60% of total C&IS revenues in 2002 compared
with 58% in 2001.

A summary of C&IS trust fees and trust assets for
each market follows.

Corporate and Institutional Services
Summary of Trust Fees

(In Millions) 2002 2001 2000
Domestic

Retirement Plans $ 3514 § 3688 § 3645

Institutional 120.7 115.6 106.8
International 154.4 158.0 142.0
Total Trust Fees $ 6265 § 4424 § 6133
Corporate and Institutional Services
Summary of Trust Assets Under Administration

December 31

(In Billions) 2002 2001 2000
Domestic

Retirement Plans $ 5914 3 7722 3 8369

Institutional 271.7 2684 2429
International 391.7 3721 3263
Securities Lending/Other 92.1 949 96.5
Total Trust Assets $1,346.9 515076  $1.5026
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Trust assets and trust fees have been impacted by
lower market values of assets under administration offset by net
new business sold. The level of net new business in 2002 was
negatively impacted by tne loss of two large custody clients
through the periodic retidding process and the loss of several
other clients due to mergers and acquisitions,

The decline in other noninterest income in 2002 re-
sulted primarily from lower levels of foreign exchange trading
profits and trust deposit-related revenues. Fartially offsetting the
above was an 8% increase in treasury management fees, higher
levels of loan service and letter of credit fees, and an increase in
gains on the sale of lease residuals. The prior year inciuded a
$9.2 million nonrecurring gain on the sale of an 80% interest in
Northern Trust's lockbox operations. Net interest income de-
creased 9% in 2002. The current year decline was driven by a
4% decline in average earning assets and a decrease in the net
interest margin to 1.23% from 1.30% last year. The majority of
the decline in earning assets was concentrated in average loans,
which were |1% lower than last year. Earning assets in 2001
were up 5% from 2000 primarily the result of growth in loans
and money market assets; however, the net interest margin de-
clined 7 basis points to |.30%. The higher provision for credit
Josses in 2001 was associated primarily with charge-offs taken
on Enron-related credits and additional provisions necessary on
credits to clients with exposure to asbestos claims.

Total noninterest expenses of C&IS, which include
both the direct expenses of the business unit and indirect ex-
pense allocations from NTGI and WWOT for product and
operating support, increased 2% in 2002 and 6% in 2001. The
growth in expenses reflects increased costs associated with
payments made for receivables management and lockbox
services, technology investments, relocation of London Branch
staff to Canary Wharf and higher operating costs to support
business growth. Partially offsetting the impact of this expense
growth were lower levels of performance-based compensation
and the impact of adopting new accounting requirements in
2002 to eliminate goodwill amortization costs. Goodwill assets
allocated to C&IS at December 31, 2002 totaled $42.1 million.
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Personal Financial Services
Results of Operations

($ In Millions) 2002 200t 2000
Noninterest Income

Trust Fees $ 6066 $ 6167 § 6149

Other 61.5 75.3 702
Net Interest Income (FTE) 447.6 4289 4107
Provision for Credit Losses 1.0 17.3 9.8
Noninterest Expenses 693.5 6813 647.1
Income before Income Taxes 411.2 422.3 4389
Provision for income Taxes 158.1 163.4 170.5
Reported Net [ncome $ 2531 $ 2589 $ 2684
Goodwill, after Taxes - 49 49
Adjusted Net Income $ 2531 $ 2638 § 2733
Percentage of Reported Net

Incorme Contribution 57% 53% 55%

Average Assets $15,188.7 $14,7828 $13,430.3

Personal Financial Services. The PFS business unit, under
the direction of Mark Stevens, President—PFS, provides person-
al trust, custody and investment management services, individual
retirement accounts, guardianship, estate administration, banking
(including private banking) and residential mortgage lending of-
fered through the Bank in lllincis and affiliates in | | other states.
PFS focuses on high net worth individuals, executives, retirees
and small/mid-size businesses in each banking subsidiary's target
market. Generally, the financial needs of individuals and families
with assets exceeding $100 million are served through its
Wealth Management Group.

PFS net income totaled $253.1 million in 2002, a de-
crease of 2% from 2001, which in turn was 4% below the net
income achieved in 2000. Slowing revenue growth due to the
continued decline in the equity markets, combined with a 2%
increase in expenses, partly offset by a decrease in the provision
for credit losses, contributed to the year-to-year decline. The
decline in 2001 earnings was attributed primarily to a 5% in-
crease in operating expenses and an increase in the provision
for credit losses compared with 2000. A summary of trust fees
and trust assets by state and for Wealth Management follows.

Personal Financial Services
Summary of Trust Fees

(In Millions) 2002 2001 2000
llinois $210.8 $217.1 $219.8
Florida 163.2 174.2 179.1
California 70.2 72.0 72.8
Arizona 376 385 388
Texas 25.1 25.0 24.1
Other States 249 19.2 12.0
Wealth Management 74.8 70.7 68.3
Total Trust Fees $606.6 $616.7 $6149
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Personal Financial Services
Summary of Trust Assets Under Administration

Treasury and Other
Results of Operations

December 31 “($ In Millions) 2002 2001 2000
(In Billions) 2002 2001 2000 Noninterest income
llinois $349  $398 §437 Trust Fees LA B A
' Other (3.2) 44 27
Florida 24.8 286 313
- Net Interest Income (FTE) 22.6 202 12.7
California 1.4 12.3 134 o X
‘ Provision for Credit Losses - - 9
Arizona 5.5 58 6.1 ‘ € 5 08 769
Tesxas 43 ag 44 Noninterest Expenses 8.3 30. ‘
Other States 10.7 10.6 85 Loss before Income Taxes (8.9 (6.2) (62.4)
Wealth Management 65.1 64.9 614 Benefit for Income Taxes 9.9 9.4 29.9
Total Trust Assets $156.7 $166.8 $168.8 Reported Net Income (Loss) $ .0 $ 32 § (325
Percentage of Reported Net
o . income Contribution -% 1% (6)%
A significant portion of PFS growth has come from Average Assets 556715  $34544  $4.1084

adding business in established locations. This growth has been
supplemented by expansion within existing and new markets.
From its 82 office network, Northern Trust is in close proximity
to approximately 30% of the nation’s high net worth house-
holds, defined as those with at least $1 million of investable as-
sets. Northern Trust plans to continue its expansion in existing
and new markets with promising demographics. It is currently
estimated that there will be approximately 100 PFS offices in as
many as |5 states by the end of 2005.

The decrease in other noninterest revenues in 2002
was primarily due to the $15.0 million write-off of the invest-
ment in myCFO, Inc. Driven primarily by growth in residential
real estate lending, net interest income increased 4% in 2002
and totaled $447.6 million. In addition, the net interest margin
improved to 3.08% from 3.01% last year. In 2001, net interest
income totaled $428.9 million and increased 4% over 2000. The
higher provision for credit losses in 2001 primarily reflects the
impact of one middle market client that filed for bankruptcy
protection in that year.

PFS noninterest expenses, which include both the
direct expenses of the business unit and indirect expense alloca-
tions from NTGI and WWOT for product and operating sup-
port, increased 2% in 2002 and 5% in 2001. The increase in
2002 expenses primarily reflects merit increases, higher
employee benefit charges, processing errors incurred in servicing
and managing financial assets and performing banking activities,
in addition to higher operating costs to support business
growth. Partially offsetting the above was a reduction in
performance-based compensation and the impact of adopting
new accounting requirements in 2002 to eliminate goodwill
amortization costs. Goodwill assets aliocated to PFS at
December 31, 2002 totaled $48.0 million.

Treasury and Other. The Risk Management Unit, under the
direction of Perry R. Pero, Vice Chairman and Chief Financial
Officer, includes the treasury function. The Treasury Depart-
ment is responsible for managing the Bank's wholesale funding,
capital position and interest rate risk, as well as the portfolio of
interest rate risk management instruments under the direction
of the Corporate Asset and Liability Policy Committee. The
Treasury Department is also responsible for the investment
portfolios of the Corporation and the Bank and provides
investment advice and management services to the subsidiary
banks. "Other” corporate income and expenses represent items
that are not allocated to the business units and generally repre-
sent certain nonrecurring items and certain executive level
compensation.

The decrease in other noninterest income is primarily
due to the $4.8 million write-off of the investment in the Global
Straight Through Processing Association. The improvement in
net interest income in both 2002 and 200! is primarily a result
of lower interest rates, which reduced the funding costs allo-
cated to corporate centers.

Noninterest expenses totaled $28.3 million for 2002,
$2.5 million or 8% below the 2001 level. Increases in expenses
incurred for professional services were more than offset by a
reduction in the cost for certain executive level compensation
plans. The $46.1 million decrease in noninterest expenses in
2001 was the result of several factors. Record profits and the
significant increase in the price of Northern Trust Corporation
common stock during 2000 drove up certain executive level
incentive compensation that year. Expenses were also reduced
due to lower stock-related directors’ compensation resulting
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from the decline in the price of Northern Trust Corporation
common stock in 2001. In addition, year 2000 expenses were
higher than 2001 due to expenses relating to the purchase
of the technology center in January 2000, lease termination
costs associated with the then planned relocation of staff in
London and the earlier than anticipated retirement of certain

Bank officers,

Northern Trust Global Investments. The NTGI business
unit, under the direction of Stephen B. Timbers, President—
NTGI, provides a broad range of investment management and
related services and products to domestic and international cli-
ents of C&IS and PFS through various subsidiaries of the Corpo-
ration. Clients include institutional and individual separately
managed accounts, ban< common and collective funds, regis-
tered investment companies, non-U.S. collective investment ve-
hicles and unregistered private investment funds, including funds
of funds. NTGI offers both active and passive equity and fixed
income portfolio management, as well as traditional multi-
manager products and services. NTGl's activities also encompass
brokerage, securities lending and related services. NTGl's
international relationships include joint ventures, alliances and
distribution arrangements with entities in the United Kingdom,
Ireland, Germany, Japan and the Cayman Islands. The revenues
and expenses of this business unit are fully allocated to C&IS
and PFS.

Worldwide Operations and Technology. The WWOT
business unit, under the direction of Timothy J. Theriault, Presi-
dent—WWOT, supports all of Northern Trust's business activ-
ities, including the sales, relationship management, asset manage-
ment, securities lending, transaction processing and product
management activities of C&IS, PFS and NTGH These activities
are conducted principally in the operations and technology cen-
ters in Chicago and London. The Nerthern Trust Company of
New York is also part of this unit. The expenses of this business
unit are fully allocated to other business units.

Subsequent Implementation of Accounting Standards

In June 2002, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards (SFAS)

No. 146, "Accounting for Costs Associated with Exit or Dis-
posal Activities." SFAS No. 46 applies to exit and disposal
costs including: termination benefits provided to current
employees that are invo untarily terminated under the terms of
a benefit arrangement that, in substance, is not an ongoing bene-
fit arrangement or an individual deferred compensation contract;
costs to terminate a contract that is not a capital lease; and
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costs to consolidate facilities or relocate employees. This State-
ment requires that a liability for cost associated with an exit or
disposal activity be recognized and measured initially at fair value
only when a liability is incurred.

The provisions of this Statement are effective for exit
or disposal activities that are initiated after December 31, 2002.
Northern adopted this Statement as of January |, 2003, It is not
anticipated that the adoption of SFAS No. 146 will have a mate-
rial effect on Northern Trust’s results of operations.

In November 2002, the FASB issued Interpretation
No. 45, “Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness of
Others.” This Interpretation elaborates on the disclosures to be
made by a guarantor in its interim and annual financial state-
ments about its obligations under certain guarantees that it has
issued. It also clarifies that a guarantor is required to recognize,
at the inception of a guarantee, a liability for the fair value of the
obligation undertaken in issuing the guarantee.

The initial recognition and initial measurement provi-
sions of this interpretation are applicable on a prospective basis
to guarantees issued or modified after December 31, 2002, irre-
spective of the guarantor’s fiscal year-end. It is not anticipated
that adoption of the recognition and measurement provisions of
this Interpretation will have a material effect on Northern
Trust's results of operations. The disclosure requirements in this
Interpretation are effective for financial statements of interim or
annual periods ending after December 15, 2002, and are in-
cluded in Notes 21 and 22 to Consolidated Financial Statements
on pages 79 through 83 of this Annual Report.

In January 2003, the FASB issued interpretation No.
46, "Consolidation of Variable Interest Entities,” (FIN 46). FIN
46 clarifies the application of Accounting Research Bulletin No.
51, “"Consolidated Financial Statements,” to certain entities in
which equity investors do not have the characteristics of a con-
trolling financial interest or do not have sufficient equity at risk
for the entity to finance its activities without additional sub-
ordinated financial support from other parties. Such entities are
termed variable interest entities. The objective of FIN 46 is to
improve financial statement comparability between entities in-
volved in similar activities. FIN 46 sets forth guidance for the
identification of variable interest entities and the assessment of a
company's interests in the variable interest entity in order to
determine whether consolidation of the entity is required.

The consclidation requirements of FIN 46 apply to all
variable interest entities created after January 31, 2003. Public
companies must apply the consolidation requirements to varia-
ble interest entities created before February I, 2003 no later
than the beginning of the first interim or annual reporting period
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beginning after June 15, 2003. If the variable interests held are
considered to be significant, disclosure requirements are re-
quired in all financial statements issued after January 31, 2003,
regardless of when the variable interest entity was created.

Northern Trust is currently reviewing the require-
ments of this Interpretation. At the present time the exact im-
pact of this Interpretation is not known and, therefore, cannot
be reasonably estimated.

Capital Expenditures

Northern Trust's Management Committee reviews and appro-
ves proposed significant capital expenditures. This process is
designed to assure that the major projects to which Northern
Trust commits its resources produce benefits compatible with
corporate strategic goals.

Capital expenditures in 2002 included ongeing en-
hancements to Northern Trust's hardware and software capa-
bilities and expansion or renovation in several existing offices.
Capital expenditures for 2002 totaled $226.9 million, of which
$116.6 million was for software, $63.7 million was for building
and leasehold improvements, $39.8 million for computer hard-
ware and machinery and $6.8 million for furnishings. These capi-
tal expenditures are designed principally to support and enhance
the transaction processing, investment management and secu-
rities handling capability of the trust and banking businesses, as
well as relationship management and client interaction. Addi-
tional capital expenditures planned for systems technology will
result in future expenses for the depreciation of hardware and
amortization of software. Depreciation and software amor-
tization associated with these capital expenditures are charged
to equipment and other operating expenses, respectively. The
unamortized capitalized cost of corporate-wide software devel-
opment projects as of December 31, 2002 was $371.1 million,
compared with $329.8 million at the previous year-end.

Risk Management
Asset Quality and Credit Risk Management
Securities. Northern Trust maintains a high quality securities
portfolio, with 78% of the total portfolic composed of U.S.
Treasury or federal agency securities, The remainder of the port-
folio consists of obligations of states and political subdivisions,
preferred stock and other securities, including Federal Home
Loan Bank stock and Federal Reserve Bank stock. At December 31,
2002, 81% of these securities were rated triple-A or double-A,
4% were rated single-A and 5% were below A or not rated by
Standard and Poor's and/or Moody's Investors Service.
Northern Trust is an active participant in the re-
purchase agreement market. This market provides a relatively
low cost alternative for short-term funding, Securities purchased

under agreements to resell and securities sold under agreements
to repurchase are recorded at the amounts at which the secu-
rities were acquired or sold plus accrued interest. To minimize
any potential credit risk associated with these transactions, the
fair value of the securities purchased or sold is continuously
monitored, limits are set on exposure with counterparties, and
the financial condition of counterparties is regularly assessed. It
is Northern Trust's policy to take possession of securities pur-
chased under agreements to resell. Securities sold under agree-
ments to repurchase are held by the counterparty until the
repurchase transaction matures.

Loans and Other Extensions of Credit. Credit risk is in-
herent in Northern Trust's various lending activities. Northern
Trust focuses its lending efforts on clients with existing trust or
treasury management relationships or who are looking to build a
full range of financial services. Credit risk is managed through the
Credit Policy function, which is designed to assure adherence to
a high level of credit standards. The Credit Policy function re-
ports to the Corperation's Chief Financial Officer. Credit Policy
provides a system of checks and balances for Northern Trust's
diverse credit-related activities by establishing and monitoring all
credit-related policies and practices throughout Northern Trust
and assuring their uniform application. These activities are de-
signed to diversify credit exposure on an industry and client ba-
sis, thus lessening overall credit risk. These credit management
activities also apply to Northern Trust's use of derivative finan-
cial instruments, including foreign exchange contracts and inter-
est risk management instruments.

Individual credit authority for commercial and cther
toans is limited to specified amounts and maturities. Credit deci-
sions involving commitment exposure in excess of the specified
individual limits are submitted to the appropriate Credit Appro-
val Committee (Committee). Each Committee is chaired by the
executive in charge of the area and has a Credit Policy officer as
a voting participant. Each Committee's credit approval authority
is specified, based on commitment levels, credit ratings and
maturities. Credits involving commitment exposure in excess of
these group credit limits require the approval of the Senior
Credit Committee,

The Counterparty Risk Management Committee es-
tablished by Credit Policy manages counterparty risk. This com-
mittee has sole credit authority for exposure to all foreign
banks, certain domestic banks which Credit Policy deems to be
counterparties and which do not have commercial credit rela-
tionships within the Corporation, and certain other exposures.

Under the auspices of Credit Policy, country ex-
posure limits are reviewed and approved on a country-by-
country basis.
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As part of Northern Trust's ongoing credit granting
process, internal credit ratings are assigned to each client and
credit before credit is extended, based on an assessment of
creditworthiness. Credit Policy performs at least annually, a re-
view of selected significant credit exposures to identify at the
earliest possible stages, clients who might be facing financial diffi-
culties. Internal credit ratings are also reviewed during this proc-
ess. Above average risk loans receive special attention by both
lending officers and Credit Policy. This approach allows
management to take remedial action in an effort to deal with
potential problems,

An integral part of the Credit Policy function is a for-
mal review of past due and potential problem loans to de-
termine which credits, if any, need to be placed on nonaccrual
status or charged off. As more fully described on pages 50

A further way in which credit risk is managed is by
requiring collateral. Management's assessment of the borrower’s
creditworthiness determines whether collateral is obtained. The
amount and type of collateral held varies but may include depos-
its held in financial institutions, U.S. Treasury securities, other
marketable securities, income-producing commercial properties,
accounts receivable, property, plant and equipment, and in-
ventory. Collateral values are monitored on a regular basis to
ensure that they are maintained at an appropriate level.

The largest component of credit risk relates to the
loan portfolio. In addition, credit risk is inherent in certain con-
tractual obligations such as legally binding unfunded commit-
ments to extend credit, commercial letters of credit and standby
letters of credit. These contractual obligations and arrangements
are discussed in Note 21 and are presented in the tables that

through 53, the provision for credit losses is reviewed quarterly follow.
to determine the amount necessary to maintain an adequate
reserve for credit losses,
Composition of Loan Portfolio
December 31
(In Millions) 2002 2001 2000 1959 1998
Domestic
Residential Real Estate $ 7.808.1 $ 74279 $ 68228 $ 62577 $ 58852
Commercial 3,968.3 4741.6 4,796.8 4,704.1 39379
Broker 8.8 .8 1264 88.8 147.6
Commercial Real Estate 1,168.5 1,025.6 911.0 780.4 677.1
Personal 2,480.8 2,208.8 22893 1,659.9 1,463.4
Other 959.3 7686 1207.1 566.5 509.6
Lease Financing 1,276.0 1,202.6 10344 6915 5283
Total Domestic $17,669.8 $17,3869 $17,187.8 $14,7489 $13,149.1
International 393.9 5930 956.8 6256 4978
Total Loans and Leases $18,063.7 $17979.9 $18,144.6 $153745 $136469
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Summary of Off-Balance Sheet Financial Instruments with Contract Amounts that Represent Credit Risk

December 31

(In Millions) 2002 2001
Unfunded Commitments to Extend Credit

One Year and Less $10,031.5 $ 97988

Over One Year 7,152.1 6,559.7
Total $17,183.6 $16,358.5
Standby Letters of Credit 2,528.6 24737
Commercial Letters of Credit 49.5 718
Custody Securities Lent with Indemnification 49,158.1 48,025.1

Unfunded Commitments to Extend Credit at December 31, 2002 - by Industry Sector

Although credit exposure is well diversified, there are
certain groups of foans that meet the accounting definition un-
der SFAS No. 107 of credit risk concentrations. According to
this statement, group concentrations of credit risk exist if a
number of borrowers or other counterparties are engaged in
similar activities and have similar economic characteristics that
would cause their ability to meet contractual obligations to be
similarly affected by changes in economic or other conditions.
The fact that an extension of credit falls into one of these
groups does not necessarily indicate that the credit has a higher
than normal degree of credit risk. These groups are: residential
real estate, middle market companies and small businesses,
banks and bank holding companies, commercial real estate and
commiercial aircraft leases.

(In Millions) Commitment Expiration

Total One Year Over Qutstanding
industry Sector Commitments and Less One Year Loans
Financiat Institutions — Depository $ 2617 $ 2325 % 29.2 $ 1225
Financial Institutions — Nondepository 5959 3248 2711 462
Holding and Other Investment Companies 917.3 828.4 88.9 2243
Insurance 987.1 5170 470.1 94.0
Manufacturing 4,359.7 20740 2,285.7 1,030.1
Mining 3679 199.4 168.5 329
Public Administration 158.3 138.9 194 932
Retailers 700.7 3318 3689 189.8
Security and Commodity Brokers 430.8 3758 55.0 88
Services 2,081.0 3161 764.9 981.0
Transportation 4309 1833 2476 [05.1
Utilities 9755 7325 2430 105.2
Wholesale Consumer and Business Goods 78%9.3 441.1 3482 354.7
Other Commercial 3059 1653 140.6 589.3
Total Commercial and Broker $13.362.0 $ 78609 $ 5,501.1 $ 39771
Residential Real Estate 1,268.5 2974 9711 7.808.1
Commercial Real Estate 236.5 1362 100.3 [,168.5
Personat 1,903.3 1,385.9 5174 24808
Other 3745 3498 247 959.3
Lease Financing - - - 12760
International 388 1.3 375 3939
Total $17,183.6 $10,031.5 $ 7,152 $18,063.7

Residential Real Estate. The residential real estate
loan portfolio totaled $7.8 billion or 44% of total domestic loans
at December 31, 2002, compared with $7.4 billion or 43% at
December 31, 2001, Residential real estate loans consist of con-
ventional home mortgages and equity credit lines, which gen-
erally require a loan to collateral value of no more than 75% to
80% at inception.

Of the total $7.8 billion in residential real estate
loans, $3.5 billion were in the greater Chicago area with the
remainder distributed throughout the other geographic regions
served by Northern Trust. Legally binding commitments to ex-
tend credit, which are primarily equity credit lines, totaled $1.2
billion and $978.1 million as of December 31, 2002 and 2001,
respectively.
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Middle Market Companies and Small
Businesses. Credit exposure to middle market companies and
small businesses is primarily in the form of commercial loans,
which totaled $1.9 billion at December 31, 2002 and $2.2 billion
at December 31, 2001. These loans are to a diversified group of
borrowers that are predominantly in the manufacturing, whole-
saling, distribution and services industries, most of which have
total annual sales of less than $500 million. The largest compo-
nent of this group of borrowers is located in the mid-western
areas served by the Bank. Middle market and small businesses
have been an important focus of Northern Trust's business de-
velopment efforts both for commercial banking and personal
trust/private banking services and it is part of the strategic plan
to continue to selectively grow the portfolio with such entities.
The credit risk associated with middle market and small business
fending is principally influenced by general economic conditions
and the resulting impact on the borrower's operations.

Legally binding commitments to extend credit,
standby letters of credit, and commercial letters of credit to
middle market companies and small businesses totaled $2.9
billion, $1.4 billion, and $16.3 million, respectively, as of
December 31, 2002, and $2.9 billion, $1.3 billion, and $16.5
million, respectively, as of December 31, 2001,

Banks and Bank Holding Companies. On-
balance sheet credit risk to banks and bank holding companies,
both domestic and interational, totaled $10.8 billion and $10.7
billion at December 31, 2002 and 2001, respectively. The ma-
jority of this exposure consisted of short-term money market
assets, which totaled $9.2 billion at both December 31, 2002
and December 31, 2001, and noninterest-bearing demand
balances maintained at correspondent banks which totaled $1.2
billion at both year-ends. Commercial loans to banks totaled
$137.8 million and $223.9 million, respectively, as of December
31,2002 and 2001. The majority of these loans were to U.S.
bank holding companies, primarily in the seventh Federal Re-
serve District, for their acquisition and other corporate pur-
poses. Such lending activity is limited to entities, which have a
substantial business relationship with Northern Trust. At De-
cember 31, 2002, legally binding commitments to extend credit
and standby letters of credit to banks and bank holding compa-
nies totaled $178.3 million and $3.3 million, respectively. At
December 31, 2001, legally binding commitments were $186.1
million and standby letters of credit were $10.4 million.

Commercial Real Estate. In managing its credit
exposure, management has defined a commercial real estate
loan as one where: (1) the borrower’s principal business activity
is the acquisition or the development of real estate for commer-
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cial purposes; (2) the principal collateral is real estate held for
commercial purposes, and loan repayment is expected to flow
from the operation of the property; or (3) the loan repayment
is expected to flow from the sale or refinance of real estate as a
normal and ongoing part of the business. Unsecured lines of
credit to firms or individuals engaged in commercial real estate
endeavors are included without regard to the use of loan pro-
ceeds. The commercial real estate portfolio consists of interim
loans and commercial mortgages.

Short-term interim loans provide financing for the ini-
tial phases of the acquisition or development of commercial real
estate, with the intent that the borrower will refinance the loan
through another financial institution or sell the project upon its
completion. The interim loans are primarily in those markets
where Northern Trust has a strong presence and a thorough
knowledge of the local economy. The interim loans, which to-
taled $388.1 million and $342.0 million as of December 31,
2002 and 200!, respectively, are composed primarily of loans to
developers that are highly experienced and well known to
Northern Trust.

Commercial mortgage financing, which totaled $780.4
million and $683.6 million as of December 31, 2002 and 2001,
respectively, is provided for the acquisition of income producing
properties. Cash flows from the properties generally are suffi-
cient to amortize the loan. These loans average less than
$500,000 each and are primarily located in the suburban
Chicago and Florida markets.

At December 31, 2002, legally binding commitments
to extend credit and standby letters of credit to commercial real
estate developers totaled $254.2 million and $123.1 million,
respectively. At December 31, 2001, legally binding commit-
ments were $79.4 million and standby letters of credit were
$12.7 million.

Commercial Aircraft Leases. Through its leasing
subsidiary, Norlease, Inc,, Northern Trust has entered into lever-
aged lease transactions involving commercial aircraft totaling
$240 million, which are a part of the $1.3 billion Lease Financing
portfolio at December 31, 2002. $139 million of the leveraged
leases involve aircraft leases to foreign airlines, where the leases
are fully backed by a combination of pledged marketable secu-
rities and guarantees from either a domestic “"AAA" rated in-
surance company or a large U.S.-based banking institution. $10
million represents leases to domestic airlines; $71 miflion to
commercial transport companies; and, the balance for com-
muter aircraft leases, the last of which are guaranteed by aircraft
manufacturers or by sovereign entities.
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Foreign Outstandings. As used in this discussion, foreign
outstandings are cross-border outstandings as defined by the
Securities and Exchange Commission. They consist of loans,
acceptances, interest-bearing deposits with financial institutions,
accrued interest and other monetary assets. Not included are
letters of credit, loan commitments, and foreign office local cur-
rency claims on residents funded by local currency liabilities.
Foreign outstandings related to a specific country are net of
guarantees given by third parties resident cutside the country
and the value of tangible, liquid collateral held outside the coun-
try. However, transactions with branches of foreign banks are
included in these outstandings and are classified according to the
country location of the foreign banks’ head office.

Short-term interbank time deposits with foreign
banks represent the largest category of foreign outstandings.
The Chicago head office and the London Branch actively partic-
ipate in the interbank market with U.S. and foreign banks. In
recent years, international commercial lending activities have
been focused on import and export financing for U.S.-based
clients.

Northern Trust places deposits with counterparties
that have high internal (Northern Trust) and external credit rat-
ings. These foreign banks are approved and monitored by
Northern Trust's Counterparty Risk Management Committee.
The Committee has credit authority for exposure to all foreign
banks and employs a review process that results in credit limits.
This process includes financial analysis of the foreign banks, use
of an internal rating system and consideration of external ratings
from rating agencies. Each counterparty is reviewed at feast
annually. Separate from the entity-specific review process, the
average life to maturity of deposits with foreign banks is deliber-
ately maintained on a short-term basis in order to respond
quickly to changing credit conditions. Additionally, the Commit-
tee performs a country-risk analysis and imposes limits to coun-
try exposure. The following table provides information on
foreign outstandings by country that exceed 1.00% of Northern
Trust's assets.

Foreign Outstandings

Commercial
(In Millions) Banks and Other Total
At December 31, 2002
United Kingdom $ 954 $ 39 $ 993
France 949 - 949
Italy 614 - 614
Belgium 579 f 580
Netherlands 520 23 543
Canada 507 22 529
Germany 520 - 520
Sweden 471 5 476
Ireland 423 21 444
At December 31, 2001
Germany $ 992 $ - $ 992
United Kingdom 916 71 987
Canada 832 - 832
France 762 - 762
Netherlands 475 13 488
Italy 433 - 433
Relgium 431 - 431
Switzerland 409 - 409
At December 31, 2000
Germany $1,132 $ - 31,132
United Kingdom 844 158 1,002
ltaly 664 - 664
Belgium 545 - 545

Countries whose aggregate outstandings totaled between .75% and 1.00%
of total assets were as follows: Spain and Singapore with aggregate out-
standings of $6 14 million at December 31, 2002, Ireland and Sweden with
aggregate outstandings of $654 million at December 31, 2001, and Aus-
tria and the Netherlands with aggregate outstandings of $658 million at
December 31, 2000.
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Nonperforming Assets ard 90 Day Past Due Loans

December 3|
(In Millions) 2002 2001 2000 1999 1998
Nonaccrual Loans
Domestic
Residential Real Esta*e $ 4.8 $ 50 $ 29 $ 64 $ 5.2
Commercial 87.6 99.3 712 50.3 21.8
Commercial Real Estate 7 4.3 |.8 1.9 29
Personal 3 B 4 7 6
International - - - - -
Total Nonaccrual Loans 93.4 108.7 763 59.3 305
Restructured Loans - - - - 2.4
Other Real Estate Owned 1.2 8 2.2 |.3 2.3
Total Nonperforming Assets $94.6 $109.5 $78.5 $60.6 $35.2
Total 90 Day Past Due Loans (still
accruing) $15.2 $ 145 $30.5 $i154 $30.0

Nonperforming Assets and 90 Day Past Due Loans.
Nonperforming assets consist of nonaccrual loans, restructured
loans and Other Real Estate Owned (OREO). OREO is com-
prised of commercial and residential properties acquired in
partial or total satisfaction of problem loans. Past due loans are
loans that are delinquent 90 days or more and still accruing
interest. The level of 90 day past due loans at any reporting
period can fluctuate widely based on the timing of cash collec-
tions, renegotiations and renewals.

Maintaining a low level of nonperforming assets is
fmportant to the ongoing success of a financial institution. In
addition to the negative impact on both net interest income and
credit losses, nonperforming assets also increase operating costs
due to the expense associated with collection efforts. Northern
Trust's comprehensive credit review and approval process is crit-
ical to the ability to minimize nonperforming assets on a long-
term basis.

The table above presents the nonperforming assets
and past due loans for the current year and prior years. Of the
total loan portfolio of $18.1 billion at December 31, 2002,
$93.4 million or .5% was nonaccrual, a decrease of $15.3 million
from year-end 2001. Nonaccrual loans at the end of 2002 in-
clude $40.5 million to two asbestos producers that have filed
for Chapter | | reorganization.

Included in the portfolio of nonaccrual loans are those
which meet the criteria as being “impaired” under the definition
in SFAS No. |14, A loan is impaired when, based on current in-
formation and events, it is probable that a creditor will be unable
to collect all amounts due according to the contractuatl terms of
the foan agreement. As of December 31, 2002, impaired loans,
all of which have been classified as nonaccrual, totaled $90.9 mil-
lion, net of $23.0 million in charge-offs. These loans had $25.0
million of the reserve for credit losses allocated to them.

NORTHERN TRUST CORPORATION

Provision and Reserve for Credit Losses. Changes in the
reserve for credit losses were as follows:

(In Millions) 2002 2001 2000
Balance at Beginning of Year $l1é61.6 $1629 $1509
Charge-Offs (36.6) (69.0) (13.5)
Recoveries 6.0 |2 1.5
Net Charge-Offs (30.6) (67.8) (12.0)
Provision for Credit Losses 37.5 66.5 240
Balance at End of Year $168.5 Fl161.6 $1629

The provision for credit losses is the charge against
current earnings that is determined by management, through a
disciplined credit review process, to be the amount needed to
maintain a reserve that is sufficient to absorb credit losses in-
herent in Northern Trust’s loan and lease portfolios and other
credit undertakings. The reserve provides for probable losses
that have been identified with specific borrower relationships
(specific loss component) and for probzble losses that are be-
lieved to be inherent in the loan and lease portfolios and other
credit undertakings but that have not yet been specifically identi-
fied (inherent loss component). The table on page 52 shows
(i) the specific portion of the reserve, (ii) the allocated portion
of the inherent reserve and its components by loan category
and (iii) the unallocated portion of the reserve at December 31,
2002 and each of the prior four year-ends,

Specific Component of the Reserve. The specific
component of the reserve is determined on a loan-by-loan basis
as part of the regular review of impaired loans and potential
charge-offs. The specific reserve is based on a loan’s current
book value compared to the present value of its projected fu-
ture cash flows, collateral value or market value, as is relevant
for the particular loan.
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At December 31, 2002, the specific reserve compo-
nent amounted to $25.0 million compared with $21.1 million at
the end of 2001, The increase was primarily caused by several
middle market loans significantly impacted by the continued
economic downturn. Specific reserves related to $40.5 million in
nonperforming loans to two asbestos producers were estab-
lished based on market values provided by debt trading desks of
major investment banking firms.

The decrease in the specific loss component of the
reserve in the prior year from $24.3 million in 2000 to $21.1
million in 2001 was primarily caused by the writedown and sale
of certain large commercial loans during the year and the suc-
cessful workout of one large middle market loan. These were
partially offset by additional reserves provided on certain large
commercial loans with increased exposure to potential
asbestos-related claims, and on several middle market loans
impacted by the economic downturn.

Allocated Inherent Component of the Reserve.
The allocated portion of the inherent reserve is based on man-
agement's review of historical charge-off experience as well as
its judgment regarding loans in each credit rating category over
a period of time that management determines is adequate to
reflect longer-term economic trends, One building block in
reaching the appropriate allocated inherent reserve is an analysis
of loans by credit rating categories. Credit ratings are de-
termined by members of the Credit Policy Group at the time
each loan is approved. These credit ratings are then subject to
periodic reviews by the Credit Policy Group, which is in-
dependent of business unit management. Credit Policy makes
the final determination of each loan's rating. Credit ratings range
from "1" for the strongest credits to "9" for the weakest credits;
a "9" rated loan would normally represent a complete loss.

Several factors are considered by management to
determine the level of the allocated inherent component of the
reserve. One of the factors is the historical loss ratio for each
credit rating category over the prior five years. The historical
loss ratios are evaluated by management and adjusted based on
current facts and circumstances. The historical loss factors on
higher-risk loans, those rated "'5"” through "8, are also refined
by considering historical loss ratios and regulatory guidelines in
order to provide a more consistent and reliable method for tak-
ing account of credit trends in measuring loss exposure.

Management also maintains a reserve for the commer-
cial, commercial real estate and international segments of the
“1" through "4", in order
10 measure the loss estimated to be inherent in these riskier

portfolio that have credit ratings from

segments. Because of the higher degree of uncertainty in these
portfolios and Northern Trust's past experience, which included
significant losses in brief periods at particular points in the eco-

nomic cycles, management believes it appropriate to use a re-
serve higher than recent charge-off experience would suggest.
This is intended to prevent an understatement of reserves based
upon over-reliance on more favorable economic conditions in-
cluded in the historic look-back period.

The allocated inherent component of the reserve also
covers the credit exposure associated with undrawn loan com-
mitments and standby letters of credit. To determine the ex-
posure on these instruments, management uses the factors
applied in risk-based capital calculations to determine the bal-
ance sheet equivalent amount and assigns a reserve provision
factor based on the methodology utilized for outstanding loans.

The allocated portion of the inherent reserve in-
creased $5.4 miflion to $123.4 million at December 31, 2002
compared with $118.0 million at December 31, 2001. The in-
crease in this component of the reserve primarily reflects the
net impact of credit rating changes on several commercial loans
that were lowered due to the decline in their credit quality pri-
marily resulting from the slowdown in the economy. The
changes in the credit ratings are a reflection of Northern Trust’s
most recent evaluations and the results of the annual, industry-
wide Shared National Credit review conducted by the banking
regulators.

In 2001, the credit rating on cne large performing
loan was lowered due to the borrower's exposure to potential
asbestos-related claims. Also, as a result of management's peri-
odic review of all loss factors utilized in estimating the allocated
inherent reserve, during 2001 certain loss factors applied primar-
ily to commercial loans and off-balance sheet exposures were
reduced. The loss factor adjustments reflect management's as-
sessment of the credit risk inherent for these categories and
their historical loss experience.

Management does not believe that the circumstances
that caused credit losses in 2001 and 2002 on the Enron Corp.
loans, or on loans to clients exposed to asbestos-related claims,
are indicative of the credit risk in the remainder of the loan port-
folio. As a result, management did not adjust the historic loss
ratios which are used, in part, to determine the allocated in-
herent component of the reserve for these specific events.

Unallocated Inherent Component of the Reserve.
The unallocated portion of the inherent loss reserve is based on
management’s review of other factors affecting the determi-
nation of probable losses inherent in the portfolio, which are
not necessarily captured by the application of historical loss
ratios. This portion of the reserve analysis involves the exercise
of judgment and reflects considerations such as management's
view that the reserve should have a margin that recognizes the
imprecision inherent in the process of estimating expected
credit losses.
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Allocation of the Reserve for Credit Losses i

52

December 31 ‘
2002 2001 2000 1999 1998 ‘
Percent Percent Percent Percent Percent i
of Loans of Loans of Loans of Loans of Loans
Reserve to Total Reserve 1o Total Reserve to Total Reserve to Total Reserve to Total
($ in Millions) Amount Loans  Amount Loans  Amount Loans  Amount Loans  Amount Loans
Specific Reserve $ 25.0 -% $ 211 % % 243 -% $ 150 -% % 59 % |
Allocated Inherent Reserve ‘
Residential Real Estate 1.5 43 9.7 41 9.6 38 .5 41 1.0 43
Commercial 85.2 22 81.7 27 79.1 27 732 31 774 29
Commercial Real Estate 15.5 7 14.8 6 13.2 5 12.2 5 1.8 5
Personal 5.0 14 38 12 43 I3 33 Il 32 Il
Other - 5 - 4 - 6 - 4 - 5
Lease Financing 48 7 3.0 7 29 6 29 4 29 4
International L4 2 50 3 34 5 35 4 36 3
Total Allocated Inherent Reserve $123.4 100% $118.0 100%  $112.5 [00% $106.6 100%  $109.9 100%
Unallocated Inherent Reserve 20.1 - 225 - 26.1 - 29.3 - 31.0 -
Total Reserve for Credit Losses $168.5 100% $i6l.6 100% $162.9 100% $1509 100% $146.8 100%
Reserve Assigned to:
Loans and Leases $161.1 $154.3 $152.6 $1353 $130.3
Unfunded Commitments,
Standby Letters of Credit
and Derivatives 74 7.3 10.3 15.6 |6.5
Total Reserve for Credit Losses $168.5 $161.6 $162.9 $150.9 $146.8

In evaluating the level of the unallocated portion of
the reserve in 2002, management concluded that there were no
significant changes in concentration of credits that impacted asset
quality that had not been recognized in the specific and allocated
components of the reserve. [n addition, loan growth during the
year came primarily in low-risk residential mortgage loans, while
there was a decline in the level of commercial loans outstanding.
Based on these factors and management’s current evaluation of
the overall quality of the portfolio, the unallocated portion of
the reserve was lowerec from $22.5 million to $20.1 million.

Other Factors. The total amount of the two highest
risk loan groupings, those rated “7" and “8” (based on Northern
Trust's internal rating scale, which closely parallels that of the
banking regulators), increased $21 million to $316 million, of
which $90.8 million was classified as impaired. This compares
with $295 million last year-end when $97.6 million was classified
as impaired. The increase primarily reflects deterioration and
downgrade of certain large commercial and middle market loans,
due to the slowdown in the economy, offset in part by the sale
of loans, one made to Enron Corp. and another to a large
commercial client that had exposure to asbestos-related claims,
and by significant repayments during the year of certain large
commercial and middle market loans. There were no 9" rated
loans reported at any time during the periods because loans are
charged-off when they are so rated. At December 31, 2002,
these highest risk loans represent [.8% of outstanding loans.
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Overall Reserve. Management's evaluation of the
factors above resulted in a reserve for credit losses of $168.5
million at December 31, 2002 compared with $161.6 million at
the end of 2001. The reserve of $161.1 million assigned to loans
and leases, as a percentage of total loans and leases was .89% at
December 31, 2002, compared with .86% at December 31,
2001, This reserve level recognizes the fact that a significant part
of the growth in Northern Trust’s loan portfolio continues to be
in lower-risk residential mortgage loans and collateralized
personal loans.

Although Northern Trust analyzes its exposure to
credit losses from both on- and off-balance sheet activity as one
process, during 2002 it has segmented the two and has added a
section to the above allocation table to identify that portion of
the reserve assigned to loans and leases outstanding, versus the
portion assigned to unfunded commitments, standby letters of
credit and derivatives. For financial reporting purposes, the por-
tion assigned to loans and leases is reported as a contra asset,
directly following the loans and leases line on the Corporation's
Consolidated Balance Sheet, while that assigned to the off-
balance sheet activity is included in Other Liabilities.

Reserves assigned to unfunded loan commitments,
standby letters of credits and derivative products totaled $7.4
rillion at December 31, 2002, compared with $7.3 million at
December 31, 2001,
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Provision. The resulting provision for credit losses
was $37.5 million for the year, while net charge-offs totaled
$30.6 million. This compares with a provision for credit losses of
$64.5 million and net charge-offs of $67.8 million in 2001. In
2002, in addition to the factors which led to increases in the
specific and allocated inherent portions of the reserve, deterio-
ration in other loans and leases occurred during the year that
required additional provisions and related charge-offs. Included
was a leveraged lease transaction involving United Airlines,
which filed for Chapter [ 1 bankruptcy protection in December
2002, and the charge-off of the remaining unsecured Enron
Corp. exposure. In 2001, $45.0 million of the provision was
taken in the fourth quarter to address credit exposure to Enron
Corp., which filed for bankruptcy in December 2001, as well as
other credit risks stemming from the economic recession. Ap-
proximately $24.0 million of the 2001 credit loss provision and
charge-offs were related to the Enron Corp. bankruptcy filing.

Market Risk Management

Overview. The Board of Directors has overall responsibility for
Northern Trust's interest rate and foreign exchange risk man-
agement policies. To ensure adherence to these policies, the
Corporate Asset and Liabitity Policy Committee (ALCO) estab-
lishes and monitors guidelines to control the sensitivity of earn-
ings to changes in interest rates, The guidelines apply to both
on- and off-balance sheet positions. ALCO also establishes and
monitars limits for foreign exchange risk. The goal of the ALCO
process is to maximize earnings while maintaining a high quality
balance sheet and carefully controlling interest rate and foreign
exchange risk.

Asset/Liability Management. Asset/liability management ac-
tivities include lending, accepting and placing deposits, investing
in securities, issuing debt, and hedging interest rate risk with off-
balance sheet instruments. The primary market risk associated
with asset/liability management activities is interest rate risk.
Sensitivity of earnings to interest rate changes arises when yields
on assets change in a different time period or in a different
amount from that of interest costs on liabilities. To mitigate in-
terest rate risk, the structure of the balance sheet is managed so
that movements of interest rates on assets and liabilities
(adjusted for off-balance sheet hedges) are highly correlated and
contribute to earnings even in periods of volatile interest rates.

Northern Trust utilizes the following measurement

technigues in the management of interest rate risk: simulation of

earnings; simulaticn of the economic value of equity; and gap
analysis. These three techniques are complementary and are

used in concert to provide a comprehensive interest rate risk
management capability.

Simulation of earnings is the primary toot used to
measure the sensitivity of earnings to interest rate changes. Us-
ing computer-modeling techniques, Northern Trust is able to
measure the potential impact of different interest rate assump-
tions on pre-tax earnings. All on-balance sheet positions, as well
as derivative financial instruments (principally interest rate
swaps) that are used to manage interest rate risk, are included
in the model simulation.

Northern Trust used model simulations to measure
its earnings sensitivity relative to management’s most likely inter-
est rate scenarios as of December 31, 2002 and December 31,
2001, Similar to the prior year simulation, the 2003 interest rate
scenario assumes a stable interest rate environment during the
fest half of the year, with moderately rising interest rates for the
remainder of the year. The interest sensitivity was tested by
running alternative scenarios above and below the most likely
interest rate outcome. The table on the following page shows
the effect on 2003 pre-tax earings of 100 and 200 basis point
upward and 100 basis point downward movements in interest
rates relative to management’s interest rate assumptions. The
effect on 2002 pre-tax eamings reflects 100 and 200 basis point
upward and downward movements in interest rates relative 1o
management's interest rate assumptions. Each of the move-
ments in interest rates was assumed to have occurred gradually
over a one-year period. The 100 basis point increase, for exam-
ple, consisted of twelve consecutive monthly increases of 8.3
basis points. The following assumptions were also incorporated
into the model simulations:

« the balance sheet size was assumed to remain con-

stant over the one year simulation horizon;

*+ maturing assets and liabilities were invested or

deposited into identical items with the same term;

+ prepayments on mortgage loans were projected

under each rate scenario using a mortgage analytics
system that incorporated market prepayment as-
sumptions; and

* changes in the spreads between retail deposit rates

and asset yields were estimated based on historical
patterns and current competitive trends.
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Interest Rate Risk Simulation of Pre-Tax Income as of
December 31, 2002 and December 31, 2001

Estimated Impact On

2003 2002
Pre-Tax Pre-Tax
Income Income
Increase/ Increase/
(In Mitlions) (Decrease} (Decrease)
Increase in Interest Rates Above
Management’s interest Rate Forecast
100 Basis Points $ (79 $ (69)
200 Basis Points (17.7) (145)
Decrease in Interest Rates Below
Management’s [nterest Rate Forecast
100 Basis Points $ 4.6 $ 62
200 Basis Points * 10.0

*With the targeted federal funds rate at year-end 2002 at 1.25%, a sce-
nario of decreasing interest rates by 200 basis points was not considered
reasonable and therefore not presented.

The simulations of earnings do not incorporate any
management actions that might moderate the negative con-
sequences of interest rate deviations. For that reason and oth-
ers, they do not reflect likely actual results but serve as
conservative estimates of interest rate risk.

A second technique used to measure interest rate
risk is simulation of the economic value of equity, which pro-
vides estimates of the potential future impact on equity of vari-
ous changes in interest rates. The potential effect of interest
rate changes on equity is derived from the impact of such
changes on the market values of assets, liabilities and off-balance
sheet instruments. Northem Trust limits aggregate market risk,
as measured in this fashion, to an acceptable level within the
context of risk-return trade-offs.

The third technique that is used to measure interest
rate risk is gap analysis. The calculation of the interest sensitivity
gap measures the timing mismatches between assets and
liabilities. This interest sensitivity gap is determined by
subtracting the amount of liabilities from the volume of assets
that reprice in a particular time interval. A liability sensitive
position results when more liabilities than assets reprice or
mature within a given period. Under this scenario, as interest
rates decline, increased net interest revenue will be generated.
Conversely, an asset sensitive position resuits when more assets
than liabilities reprice within a given period; in this instance, net
interest revenue would benefit from an increasing interest rate
environment. The economic impact of creating a liability or asset
sensitive position depends on the magnitude of actual changes
in interest rates relative to the current expectations of market
price participants.
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A variety of actions are used to implement risk man-
agement strategies including:

* purchases of securities;

+ sales of secunities that are classified as available for

sale;

¢ sales of held for sale residential real estate loans;

e (ssuance of senior notes and subordinated notes;

¢ collateralized borrowings from the Federal Home

Loan Bank;

¢ placing and taking Eurodollar time deposits; and

* hedging with various types of derivative financial

instruments,

Northern Trust strives to use the most effective in-
struments for implementing its interest risk management strat-
egies, considering the costs, liquidity, collateral and capital
requirements of the various alternatives.

Foreign Exchange Trading. Foreign exchange trading activ-
ities consist principally of providing foreign exchange services to
clients. Most of these services are provided in connection with
Northern Trust's growing global custody business. However, in
the normal course of business Northern Trust also engages in
proprietary trading of foreign currencies. The primary market
risk associated with these activities is foreign exchange risk,

Foreign currency positions exist when aggregate obli-
gations to purchase and sell a currency other than the US. dol-
lar do not offset each other, or offset each other in different
time periods and also include holdings of foreign denominated
non-trading assets and liabilities that are not converted to US.
dollars through the use of hedge contracts. Northern Trust miti-
gates the risk related to its foreign currency positions by estab-
lishing limits on the amounts of, and durations of its positions.
The limits on overnight inventory positions are generally lower
than the limits established for intra-day trading activity. All over-
night positions are monitored by a risk management function,
which is separate from the trading function, to ensure that the
limits are not exceeded. Although position limits are important
in controlling foreign exchange risk, they are not a substitute for
the experience or judgment of Northern Trust's senior
management and its foreign currency traders, who have ex-
tensive knowledge of the foreign currency markets. Foreign cur-
rency positions and strategies are adjusted as needed in
response to changing market conditions.

As part of its risk management activities, Northern
Trust regularly measures the risk of loss associated with foreign
currency positions using a value at risk model. This statistical
model provides an estimate, based on a 95% confidence level,
of the potential loss in earnings that may be incurred if an
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adverse one-day shift in foreign currency exchange rates were
to occur. The model, which is based on a variance/co-variance
methodology, incorporates historical currency price data and
historical correlations in price movement among the currencies.
All foreign currency positions, including foreign denominated
non-trading assets and liabilities that were not converted to U.S.
dollars through the use of hedge contracts, are included in the
model.

Northern Trust's value at risk based on foreign cur-
rency positions totaled $57 thousand and $85 thousand as of
December 31, 2002 and 2001, respectively. Value at risk totals
representing the average, high and low for 2002 were $199
thousand, $390 thousand and $57 thousand, respectively, with
the average, high and low for 200! being $233 thousand, $443
thousand and $85 thousand, respectively. These totals indicate
the degree of risk inherent in foreign currency positions as of
year-end and during the year; however, it is not a prediction of
an expected gain or foss. Actual future gains and losses will vary
depending on market conditions and the size and duration of
future foreign currency positions.

Other Trading Activities. Market risk associated with other
trading activities is negligible. Northern Trust is a party to vari-
ous derivative financial instruments, most of which consist of
interest rate swaps entered into to meet clients’ interest risk
management needs. When Northern Trust enters into such
swaps, its policy is to mitigate the resulting interest rate risk with
an offsetting swap or with futures contracts. Northern Trust car-
ries in its trading portfolio a small inventory of securities that are
held for sale to its clients. The interest rate risk associated with
these securities is insignificant.

Liquidity Risk Management

The objectives of liquidity risk management are to ensure that
Northern Trust can meet its cash flow requirements and to
capitalize on business opportunities on a timely and cost effec-
tive basis. Management monitors the liquidity position on a daily
basis to make funds available at a minimum cost to meet loan
and deposit cash flows. The liquidity profile is also structured so
that the capital needs of the Corporation and its banking sub-
sidiaries are met. Management maintains a detailed liquidity con-
tingency plan designed to adequately respond to dramatic
changes in market conditions.

Liquidity is secured by managing the mix of items on
the balance sheet and expanding potential sources of liquidity.
The balance sheet sources of liquidity include the short-term
money market portfolio, unpledged available for sale securities,
maturing loans and the ability to securitize a portion of the loan
portfolio. Further, liquidity arises from the diverse funding base
and the fact that a significant portion of funding comes from cli-
ents that have other relationships with Northern Trust.

A significant source of liquidity is the ability to draw
funding from both domestic and international markets. The
Bank’s senior long-term debt is rated AA- by Standard & Poor's,
Aa3 by Moody’s Investors Service, and AA by Fitch. These rat-
ings allow the Bank to access capital markets on favorable terms.

Northern Trust maintains a liquid balance sheet with
loans representing only 46% of total assets. Further, at
December 31, 2002, it had a significant liquidity reserve on its
balance sheet in the form of cash and due from banks, securities
available for sale, and money market assets, which in aggregate
totaled $17.7 billion or 45% of total assets. Northern Trust has
not utilized unconsolidated special purpose vehicles for financing
purposes or as part of its liquidity risk management.

The Corporation’s uses of cash consist mainly of divi-
dend payments to the Corporation’s common and preferred
stockholders, the payment of principal and interest to note
holders, purchases of its common stock and acquisitions. These
cash needs are met largely by dividend payments from its sub-
sidiaries, and by interest and dividends earned on investment
securities and money market assets. Bank subsidiary dividends
are subject to certain restrictions that are explained in Note 15
on page 75. Bank subsidiaries have the ability to pay dividends
during 2003 equal to their 2003 eligible net profits plus $378.9
million. The Corporation’s liquidity, defined as the amount of
marketable assets in excess of commercial paper, was strong at
$163.2 million at year-end 2002. The cash flows of the Corpo-
ration are shown in Note 29 on page 89. The Corporation also
has a $50 million back-up line of credit for its commercial paper
issuance.
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The following table shows Northern Trust's long-term contractual obligations at December 31, 2002.

Long-Term Contractual Obligations

Payment Due by Period

(in Millions) Total

One Year Over
and Less I-3 Years 4-5 Years 5 Years

Bank-Senior Notes $ 4500
Long-Term Debt 750.0
Debt-Floating Rate Capital Securities 2700
Capital Lease Obligations 235
Operating Leases 603.1

$200.0 $250.0 $

- $
100.0 100.0 1000

450.0
- - - 2700
24 4.8 49 1.4
48.2 92.6 86.3 3760

Total Long-Term Contractual Obligations $2,096.6

Capital Management

One of management's primary objectives is to maintain a strong
capital position to merit the confidence of clients, the investing
public, bank regulators and stockholders. A strong capital posi-
tion helps Northern Trust take advantage of profitable invest-
ment opportunities when they arise and helps withstand
unforeseen adverse developments. In 2002, capital levels were
strengthened as average common equity increased 0% or
$246.6 million reaching a record $2.88 billion at year-end,

while total risk-weighted assets rose 5%. Total equity as of
December 31, 2002 was $3.0 billion, including $120 million of
auction rate preferred stock. The average dividend rate declared
on the $120 million of auction rate preferred stock, was |.86%
during 2002. During 2002, the Corporation purchased
3021911 of its own shares as part of its buyback program. The
buyback program is designed, among other things, to help offset

the dilutive effect of the Corporation’s incentive stock programs.

The Corporation may purchase up to 1.6 million additional
shares after December 31, 2002,
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$350.6 $447.4 $1912 $1,1074

Capital Adequacy

December 31

(% In Millions) 2002 2001
Tier | Capital
Common Stockholders’ Equity $ 2,880 $ 2,653
Debt-Floating Rate Capital Securities 268 268
Goodwill and Other Intangible Assets (110) (Hi4)
Net Unrealized Gain on Securities (12) {1
Nonfinancial Equity Investments (3) -
Total Tier | Capital 3,023 2,806
Tier 2 Capital
Auction Rate Preferred Stock 120 120
Reserve for Credit Losses Assigned to Loans 161 154
Off-Balance Sheet Credit Loss Reserve 8 8
Reserves Against Identified Losses (25) 2
Long-Term Debt* 550 610
Total Tier 2 Capital 814 871
Total Risk-Based Capital $ 3,837 $ 3677
Risk-Weighted Assets** $27,150 $25.792
Total Assets—End of Period (EOP) $39,478 $39,672
Average Fourth Quarter Assets** 38,967 35,380
Total Loans—EOP 18,064 17,980
Ratios
Risk-Based Capital to Risk-Weighted Assets

Tier | HL1% 10.9%

Total (Tier | and Tier 2) 14.1 14.3

Leverage 7.8 7.9
Common Stockholders’ Equity to

Total Loans EOP 15.9% 14.8%

Total Assets EOP 7.3 6.7
Stockholders’ Equity to

Total Loans EOP 16.6% 15.4%

Total Assets EOP 7.6 7.0
Notes:

*Long-Term Debt that qualifies for risk-based capital amortizes for the
purpose of inclusion in tier 2 capital during the five years before maturity.
#*Assets have been adjusted for goodwill and other intangible assets, net
unrealized (gain) loss on securities and excess reserve for credit losses that
have been excluded from tier | and tier 2 capital, if any.
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The Board of Directors maintained the quarterly divi-
dend at $.17 per common share in November 2002, The com-
mon dividend has increased 62% from its level five years ago.

The higher capital levels in 2002 were the result of
Northern Trust's ongoing policy of retaining a sufficient per-
centage of eamings in the Corporation to allow for strategic
expansion while maintaining a strong balance sheet. All of
Northern Trust's capital ratios were well above the ratios that
are a requirement for regulatory treatment as “well capitalized.”
At December 31, 2002, tier | capital was 1 1.1% and total capi-
tal was 14.1% of risk-weighted assets. These risk-based capital
ratios are well above the minimum requirements of 4.0% for tier
| and 8.0% for total risk-based capital ratios. Northemn Trust's
leverage ratio (tier | capital to fourth quarter average assets) of
7.8% is also well above the regulatory requirement of 3.0%. In
addition, each of the subsidiary banks had a ratio of at least 9.7%
for tier | capital, | 1.0% for total risk-based capital, and 6.6% for
the leverage ratio.

Operational and Fiduciary Risk Management

In providing banking and trust services, Northern Trust, in addi-
tion to safekeeping and managing trust and corporate assets,
processes cash and securities transactions exceeding $180 bil-
lion on average each business day. These activities expose
Northern Trust to operational and fiduciary risk. Controls over
such processing activities are closely monitored to safeguard the
assets of Northern Trust and its clients. However, from time to
time Northern Trust has incurred losses related to these risks
and there can be no assurance that such losses will not occur in
the future.

Operational risk is the risk of unexpected losses attrib-
utable to human error, systems failures, fraud, or inadequate in-
ternal controls and procedures. This risk is mitigated through a
system of internal controls that are designed to keep operating
risk at levels appropriate to Northern Trust's corporate stan-
dards in view of the risks inherent in the markets in which
Northern Trust operates. The system of internal controls in-
cludes policies and procedures that require the proper author-
ization, approval, documentation and monitoring of transactions.
Each business unit is responsible for complying with corporate
policies and external regulations applicable to the unit, and is
responsible for establishing specific procedures to do so. North-
ern Trust’s internal auditors monitor the overall effectiveness of
the system of internal controls on an ongoing basis.

Fiduciary risk is the risk of loss that may occur as a
result of breaching a fiduciary duty to a client. To limit this risk,
the Trust Investment Committee establishes corporate policies
and procedures to reduce the risk that obligations to clients
would not be discharged faithfully or in compliance with appli-

cable legal and regulatory requirements. These policies and pro-
cedures provide guidance and establish standards related to the
creation, sale, and management of investment products, trade
execution, and counterparty selection. Business units have the
primary responsibility for adhering to the policies and proce-
dures applicable to their businesses.

Factors Affecting Future Results

This annual report contains statements that may be considered
forward-looking, such as the discussion of Northern Trust's
financial goals, dividend policy, expansion and business develop-
ment plans, business prospects and positioning with respect to
market and pricing trends, new business results and outlook,
changes in securities market prices, credit quality including re-
serve levels, planned capital expenditures and technology spend-
ing, and the effect of extraordinary events and various other
matters (including changes in accounting standards and inter-
pretations) on Northern Trust’s business and results. Forward-
looking statements are typically identified by words or phrases,

I "o o

such as "believe,” “expect,” “anticipate,” “intent,” "estimate,”

“may increase,”
ture conditional verbs such as "will,

“could.” Forward-looking statements are Northern Trust's cur-

may fluctuate,” and similar expressions or fu-

"o

should,” "would," and

rent estimates or expectations of future events or future results.
Actual results could differ materially from the results indicated
by these statements because the realization of those results is
subject to many risks and uncertainties including:

+ The future health of the US. and international
economies and other economic factors, including
consumer confidence in the securities markets, that
affect wealth creation, investment and savings pat-
terns and Northern Trust's interest rate risk and
credit risk exposure.

+ Changes in U.S. and worldwide securities markets,
with respect to the market values of financial as-
sets, the stability of particular securities markets
and the level of volatility in certain markets such as
foreign exchange.

« US. and international economic factors that may
impact Northern Trust's interest rate risk, including
the level of or change in interest rate, and credit
risk exposure.

* The effects of extraordinary events (such as terror-
ist events, war and the U.S. government's response
to those events).

+ Changes in the level of cross-border investing by
clients resulting from changing economic factors,
political conditions or currency markets.
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Regulatory and banking developments and changes
in accounting requirements or interpretations in
the U.S. and other countries where Northern Trust
has significant business.

Success on obtaining regulatory approvals when
required.

Changes in the nature of Northern Trust's compet-
tion resulting from industry consolidation and regu-
latory changes and other factors, as well as actions
taken by particular competitors.

Expansion or contraction of Northern Trust's
products, services, and targeted markets in re-
sponse 1o strategic opportunities and changes in
the nature of Northern Trust's competition, cou-
pled with changes in the level of investment or re-
investment in those products, services, and
targeted markets, and the pricing of those products
and services.

Northern ~rust's success in continuing to generate
new business in its existing markets, as well as its
success in identifying and penetrating targeted mar-
kets, through acquisition, strategic alliance or
otherwise, and generating a profit in those markets
in a reasonable time.

Northern rust's ability to generate strong invest-
ment results for clients and continue to develop its
array of investment products, internally or through
acquisition, in a manner that meets client needs.

NORTHERN TRUST CORPORATION
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+ Northern Trust's ability to continue to fund and
accomplish technological innovation, improve
processes and controls, address operating and
technology risks, including material systems inter-
ruptions or errors, and attract and retain capable
staff in order to deal with technolcgy challenges
and increasing volume and complexity in many of
its businesses.

* Northern Trust's success in integrating recent and
future acquisitions and strategic alliances and using
the acquired businesses to execute its business
strategy.

* The ability of each of Northern Trust’s principal
businesses to maintain a product mix that achieves
satisfactory margins. ‘

= Changes in tax laws or other legislation in the U.S.
or other countries (including pension reform legis-
lation) that could affect Northern Trust or clients
of its personal and institutional asset administration
businesses.

* Uncertainties inherent in the litigation process.

Some of these risks and uncertainties that may affect

future results are discussed in more detail in the sections of
“ltem |—Business”" of the 2002 Annual Report on Form 10-K
captioned "Government Policies,” "Competition” and
“Regulation and Supervision." All forward-looking statements
included in this document are based upon information presently
available, and Northern Trust assumes no obligation to update
any forward-looking statements.



Consolidated Balance Sheet

December 3|

(% In Millions Except Share Information) 2002 2001
Assets

Cash and Due from Banks $ 2,672.2 $ 25923
Federal Funds Sold and Securities Purchased under Agreements to Resell (Note 4) 964.8 35651
Time Deposits with Banks 8,268.2 6,9559
Other Interest-Bearing 99.3 250
Securities (Notes 3 and 23)

Available for Sale 5,681.2 5.648.6

Held to Maturity (Fair value-$942.9 in 2002 and $673.1 in 2001) 905.0 663.6

Trading Account 77 189

Total Securities 6,593.9 6.331.1
Loans and Leases (Note 5)

Commercial and Other 10,255.6 10,552.0

Residential Mortgages 7,808.1 74279

Total Loans and Leases (Net of unearned income-$398.7 in 2002 and $427.3 in 2001) 18,063.7 179799
Reserve for Credit Losses Assigned to Loans and Leases (Note 6) (16i.1) (154.3)
Buildings and Equipment {Notes 7 and 8) 515.0 4887
Customers’ Acceptance Liability 225 9.7
Trust Security Settlement Receivables 608.5 5714
Cther Assets (Notes 18 and 22) 1,831.2 1.307.0
Total Assets $39,478.2 $39.671.8
Liabilities
Deposits

Demand and Other Noninterest-Bearing $ 57152 $ 62374

Savings and Maney Market 7,101.9 6.808.5

Savings Certificates 1,827.1 20244

Other Time 341.8 404.6

Foreign Offices—Demand 886.9 8727

~Time 10,189.2 B.671.7

Total Deposits 26,062.1 250193
Federat Funds Purchased 1,672.5 8155
Securities Sold under Agreements to Repurchase (Note 4) 1,564.0 1,407.4
Commercial Paper 143.6 1377
Other Borrowings 3,741.0 6,841.2
Senior Notes (Note 9) 450.0 450.0
Long-Term Debt (Note 9) 765.8 766.8
Debt-Floating Rate Capital Securities (Note [0) 267.8 2677
Liability on Acceptances 225 9.7
Other Liabilities (Notes 6 and 22) 1,789.1 1,183.0

Total Liabilities 36,478.4 36,898.3
Stockholders’ Equity
Preferred Stock (Note 11) 120.0 1200
Common Stock, $1.66 2/3 Par Value; Authorized 560,000,000 shares in 2002 and 2001;

Qutstanding 220,800,402 shares in 2002 and 221,647,260 shares in 2001 (Notes || and 14) 379.8 3798
Retained Earnings 2,775.3 2,520.1
Accumutated Other Comprehensive Income (Note |2) 7.1 (24)
Common Stock [ssuable-Stock Incentive Plans (Note 24) 118.2 147.6
Deferred Compensation (40.2) (58.1)
Treasury Stock (at cost=7,121,122 shares in 2002 and 6,274,264 shares in 2001) (360.4) (333.5)

Total Stockholders' Equity 2,999.8 27735
Total Liabilities and Stockholders' Equity $39,478.2 $39.671.8

See accompanying notes to consolidated financial statements on pages 63-89.
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Consolidated Statement of Income

For the Year Ended December 31

(% In Millions Except Per Share Information) 2002 2001 2000
Noninterest Income
Trust Fees $1,233.1 $1,259.1 $1,228.2
Foreign Exchange Trading Profits 106.4 139.8 152.7
Treasury Management Fees 96.3 86.4 739
Security Commissions and Trading Income 42.9 355 34.3
Other Operating Income (Note 16) 57.8 91.7 779
investment Security Gains, net (Note 3} 3 - 2
Total Noninterest income 1,536.8 6125 1,567.2
Net Interest Income (Note 17)
Interest Income 1,238.3 1,681.5 20111
Interest Expense 636.5 1,086.2 1,442.5
Net Interest Income 601.8 595.3 568.6
Provision for Credit Losses (Note 6) 37.5 66.5 240
Net Interest Income after Provision for Credit Losses 564.3 5288 544.6
Noninterest Expenses
Compensation (Notes 24 and 25) 666.3 6858 689.1
Employee Benefits (Note 19) 130.8 122.2 109.3
Occupancy Expense (Notes 7 and 8) 106.5 100.2 87.3
Equipment Expense (Note 7) 89.0 85.7 73.1
Other Operating Expenses (Note |8) 439.5 4155 4229
Total Noninterest Expenses 1,432.1 1,409.4 1,381.7
Income before Income Taxes 669.0 7319 730.1
Provision for Income Taxes (Note |3) 2219 2444 2450
Net Income $ 4471 $ 4875 $ 485.1
Net Income Applicable to Common Stock $ 4449 $ 4834 $ 4794
Net Income Per Common Share (Note [4)-Basic $ 202 $ 218 $ 217
-Diluted 1.97 201 208
Average Number of Common Shares Outstanding—Basic 220,552,132 221425584 220961477
—Diluted 225,834,377 228971338 230613311

Consolidated Statement of Comprehensive Income

For the Year Ended December 3|

(In Millions) 2002 2001 2000
Net Income $ 447.1 $ 4875 $ 4851
Other Comprehensive Income (net of tax and reclassifications)
Net Unrealized Gains on Securities Available for Sale 5.8 8 1.5
Net Unrealized Gains on Cash Flow Hedge Designations 4.3 1.7 -
Cumulative-Effect of Adopting SFAS No. 133 - (2) -
Foreign Currency Transiation Adjustments (.2) (2) -
Minimum Pension Liability Adjustment (.4) 87 (1.6)
Other Comprehensive Income (Note 12) 9.5 10.8 (N
Comprehensive income $ 456.6 $ 4983 $ 485.0

See accompanying notes to consolidated financial statements on pages 63-89.

NORTHERN TRUST CORPORATION




Consolidated Statement of Changes in Stockholders' Equity

For the Year Ended December 3|

(In Millions) 2002 2001 2000
Preferred Stock

Balance at January | $ 1200 $ 1200 $ 1200
Balance at December 31 120.0 120.0 120.0
Common Stock

Balance at January | 3798 379.8 379.8
Balance at December 31 379.8 379.8 379.8
Retained Earnings :
Balance at january | 2,520.1 2,200.0 18707
Net Income 447.1 4875 485.1
Dividends Declared-Common Stock (150.4) (1411 (124.3)
Dividends Declared-Preferred Stock (2.2) (39 (57
Stock Issued-Incentive Plan and Awards (3%.3) (22.4) (25.8)
Balance at December 31 2,7753 2,520.1 2,200.0
Accumulated Other Comprehensive Income

Balance at January | (2.4) (13.2) (13.1)
Other Comprehensive Income 9.5 10.8 (h
Balance at December 31 7.1 24 (13.2)
Common Stock Issuable-Stock Incentive Plans

Balance at January | 147.6 110.2 55.0
Stock Issuable, net of Stock Issued (29.4) 37.4 552
Balance at December 31 118.2 147.6 110.2
Deferred Compensation

Balance at January | (58.1) (579) (33.5)
Compensation Deferred (6.6) (36.0) (52.6)
Compensation Amortized 245 35.8 282
Baiance at December 31 (40.2) (58.1) (579)
Treasury Stock

Balance at January | (333.5) (276.7) (204.2)
Stock Options and Awards 115.7 100.0 1216
Stock Purchased (142.6) (156.8) (194.1)
Balance at December 31 (360.4) (3335) (2767)
Total Stockholders’ Equity at December 31 $2,999.8 $27735 $2,462.2

See accompanying notes to consolidated financial statements on pages 63-89.
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Consolidated Statement of Cash Flows

For the Year Ended December 31

(In Millions) 2002 2001 2000

Cash Flows From Operating Activities:

Net income $  447.1 $ 4875 $ 4851
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:
Provision for Credit Losses 37.5 66.5 240
Depreciation on Buildings and Equipment 84.5 78.6 67.8
(Increase) Decrease in Interest Receivable 8.2 61.0 (341
Decrease in Interest Payable (5.1) (13.6) 6.7)
Amortization and Accretion of Securities and Unearned Income (108.4) (141.2) (233.5)
Amortization of Computer Software 75.0 69.9 61.3
Amortization of Goodwill and Other Intangibles 6.6 16.5 15.6
Deferred Income Tax 95.6 129.5 88.4
Net (Increase) Decrease in Trading Account Securities b1.2 (5.5) 24)
Other Noncash, net 46.5 (237) (944)

Net Cash Provided by Operating Activities 698.7 7255 371.1

Cash Flows From investing Activities:
Net (Increase) Decrease in Federal Funds Sold and Securities Purchased under

Agreements to Resell 2,600.3 (3.0153) 5340
Net Increase in Time Deposits with Banks (1,312.3) (1,762.1) (2901.6)
Net (Increase) Decrease in Other Interest-Bearing Assets (74.3) 963 (58.1)
Purchases of Securities—Held to Maturity (281.4) (150.0) (146.4)
Proceeds from Maturty and Redemption of Securities—Held to Maturity 54.3 995 1269
Purchases of Securities—Available for Sale (28,930.2) (652354) (41,011.9)
Proceeds from Sale, Maturity and Redemption of Securities—Available for Sale 28,965.3 66,4418 40,2976
Net (Increase) Decrease in Loans and Leases (91.8) 337 (2.827.7)
Purchases of Buildings and Equipment (110.4) (128.3) (137.1)
Proceeds from Sale of Buildings and Equipment - 9.1 1.7
Purchases and Development of Computer Software (116.6) {1351y (110.3)
Net (increase) Decrease in Trust Security Settlement Receivables (37.1) 438 (292.1)
Decrease in Cash Due to Acquisitions - (1.5) (33.0)
Other, net (2.8) 245 415
Net Cash Provided by {Used in) Investing Activities 663.0 (3,679.0) (6,516.5)
Cash Flows From Financing Activities:
Net Increase in Deposits 1,042.8 2,191.4 14569
Net Increase (Decrease) in Federal Funds Purchased 857.0 (2,799.5) 3.244.8
Net Increase (Decrease) in Securities Sold under Agreements to Repurchase 156.6 (169.7) 579.3
Net Increase (Decrease) in Commercial Paper 5.9 (4.7 27
Net Increase (Decrease) in Short-Term Other Borrowings (2,788.2) 39397 2,052.7
Proceeds from Term Federal Funds Purchased 4,293.0 46754 142156
Repayments of Term Federal Funds Purchased (4,605.0) (4,4034) (14,794.1)
Proceeds from Senior Notes & Long-Term Debt - 1545 102.6
Repayments of Senior Notes & Long-Term Debt (1.0) (75.8) (1239)
Treasury Stock Purchased (139.4) (152.8) (191.5)
Net Proceeds from Stock Options 19.8 19.7 284
Cash Dividends Paid on Common Stock (150.5) (137.9) (119.9)
Cash Dividends Paid on Preferred Stock (2.3) (44) (59)
Other, net 29.5 255 130
Net Cash Provided by (Used in) Financing Activities (1,281.8) 3,258.0 64553
Increase in Cash and Due from Banks 79.9 304.5 309.9
Cash and Due from Banks at Beginning of Year 2,592.3 22878 19779
Cash and Due From Banks at End of Year $ 2,672.2 $ 25923 $ 2,2878
Schedule of Noncash Irvesting Activities:
Transfer of Securities from Held to Maturity to Available for Sale $ - $ 1671 $ -
Supplemental Disclosures of Cash Flow Information:
Interest Paid $ 6416 $ 10999 $ 14492
Income Taxes Paid 75.4 605 1127

See accompanying notes to consolidated financial statements on pages 63-89.
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I. Accounting Policies—The consolidated financial state-
ments have been prepared in conformity with generally
accepted accounting principles and reporting practices pre-
scribed for the banking industry. A description of the significant
accounting policies follows:

A. Basis of Presentation. The consolidated finan-
cial statements include the accounts of Northern Trust Corpo-
ration (Corporation) and its wholly-owned subsidiary The
Northern Trust Company (Bank) and their wholly-owned sub-
sidiaries. Throughout the notes, the term "Northern Trust” re-
fers to Northern Trust Corporation and its subsidiaries.
Intercompany balances and transactions have been eliminated in
consolidation. The consolidated statement of income includes
results of acquired subsidiaries from the dates of acquisition,

B. Nature of Operations. The Corporation is a
bank holding company whose principal subsidiary is the Chicago-
based Bank. The Corporation also owns national bank sub-
sidiaries with offices in Arizona, California, Colorado, Florida,
and Texas, a federal savings bank with offices in Michigan, Mis-
souri, Nevada, Ohio, Washington and Wisconsin, a trust com-
pany in New York and various other nonbank subsidiaries,
including a securities brokerage firm, an international investment
consulting firm and a retirement services company. The Bank
has offices in the Chicago metropolitan area, global custody
operations in London and various subsidiaries, including an in-
vestment management company, a leasing company, a Canadian
trust company, a New York Edge Act company and a global
fund services provider. Northern Trust generates the majority of
its revenues from its two primary business units, Corporate and
Institutional Services (C&IS) and Personal Financial Services
(PFS). Investment management services and products are pro-
vided to C&IS and PFS through a third business unit, Northern
Trust Global Investments (NTGI). Operating and systems sup-
port for these business units are provided by a fourth business
unit, Worldwide Operations and Technology (WWOT). North-
ern Trust has not utilized unconsolidated special purpose enti-
ties to provide financing, improve liquidity, transfer assets or
manage credit risk.

The C&IS business unit provides investment asset
administration and related services worldwide to corporate and
public entity retirement funds, foundation and endowment
clients, fund managers, insurance companies and government
funds; a full range of commercial banking services to large
domestic corporations and financial institutions including
treasury management; a comprehensive array of retirement
consulting, actuarial and recordkeeping services; and foreign
exchange services for global custody clients and Northern
Trust's own account.

Notes to Consolidated Financial Statements

The PFS business unit provides personal trust, cus-
tody and investment management services, individual retirement
accounts, guardianship, estate administration, banking (including

private banking) and residential real estate mortgage lending
services, and also provides commercial banking services to smallf
mid-size businesses. These services are delivered through the
Bank in lllincis and the network of subsidiaries with offices in
Arizona, California, Colorado, Florida, Michigan, Missouri,
Nevada, Ohio, Texas, Washington and Wisconsin.

C. Use of Estimates in the Preparation of
Financial Statements. The preparation of financial state-
ments in conformity with generally accepted accounting princi-
ples requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and dis-
closure of contingent assets and liabilities at the date of the con-
solidated financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual
results could differ from those estimates.

D. Foreign Currency Translation. If the func-
tional currency of a foreign branch or subsidiary is the U.S. dol-
lar, foreign currency asset and liability accounts are translated at
current rates of exchange, except for buildings and equipment
which are translated at rates in effect at the date of acquisition.
Results from remeasurement are reported in foreign exchange
trading profits. Income and expense accounts are translated at
month-end rates of exchange.

If the functional currency of a foreign branch or
subsidiary is its local currency, the local currency asset and
liability accounts are translated at current rates. Translation ad-
justmenits are reported, net of tax, directly to accumulated other
comprehensive income, a component of stockholders’ equity.
income and expense accounts are translated at month-end rates
of exchange.

E. Securities. Securities Available for Sale consist
of debt and equity securities that are not intended to be held to
maturity and are not held for trading. Securities available for sale
are reported at fair value, with unrealized gains and losses cred-
ited or charged, net of the tax effect, to accumulated other
comprehensive income, a component of stockholders’ equity.
Realized gains and losses on securities available for sale are de-
termined on a specific identification basis and are reported in the
consolidated statement of income as investment security gains
and losses. Interest income is recorded on the accrual basis ad-
justed for amortization of premium and accretion of discount.

Securities Held to Maturity consist of debt secu-
rities that management intends to, and Northern Trust has the
ability to, hold until maturity. Such securities are reported at
cost, adjusted for amortization of premium and accretion of
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discount. Interest income is recorded on the accrual basis ad-
justed for amortization of premium and accretion of discount.

Securities Held for Trading are stated at fair value.
Realized and unrealized gains and losses on securities held for
trading are reported in the consolidated statement of income
under security commissions and trading income.

F. Derivative Financial Instruments. Northern
Trust adopted Statement of Financial Accounting Standards
(SFAS) No. 133, “Accounting for Derivative Instruments and
Hedging Activities” and its related amendments on January |,
2001. Derivative financial instruments include interest rate swap
contracts, futures contracts, forward foreign currency contracts,
options and similar contracts. Northern Trust is a party to vari-
ous derivative instruments as part of its asset/liability manage-
ment activities, to meet the risk management needs of its clients
and as part of its trading activity for its own account. Unrealized
gains and receivables on derivative instruments are reported as
other assets and unrealized losses and payables are reported as
other liabilities in the consolidated balance sheet.

Asset/Liability Management. Derivatives entered
into for asset/tiability management purposes are designated and
formally documented as fair value, cash flow or net investment
hedges on the date they are transacted. The formal documenta-
tion describes the hedge relationship and identifies the hedging
instruments and hedged items. Included in the documentation is
a discussion of the risk management objectives and strategies for
undertaking such hedges, as well as a description of the method
for assessing hedge effectiveness at inception and on an ongoing
basis. A formal assessment is performed on a calendar quarter
basis to determine that derivatives used in hedging transactions
are highly effective as offsets to changes in fair value or cash flows
of the hedged item. If a derivative ceases to be highly effective
or if hedged forecasted transactions are no longer expected to
occur, hedge accounting is terminated and the derivative is
treated as if it were a client-related or trading instrument.

Fair value hedge designations are made between a
derivative and a recognized asset or liability. Interest accruals
and changes in fair value of the derivative are recognized as a
component of the interest income or expense classification of
the hedged item. Changes in fair value of the hedged asset or
liability attributable to the risk being hedged are reflected in its
carrying amount and are also recognized as a component of its
interest income or expense.

Cash flow hedge designations are made between de-
rivatives and forecasted cash inflows or outflows so as to hedge
against variability due tc a specific risk. The effective portion of
unrealized gains and losses on such derivatives is recognized in
accumulated other comprehensive income, a component of
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stockholders” equity. When the hedged forecasted transaction
impacts earnings, balances in other comprehensive income are
reclassified to the same income or expense classification as the
hedged item. Any hedge ineffectiveness is recognized in the in-
come or expense classification of the hedged item.

Net investment hedge designations are made be-
tween a forward foreign currency contract and a net investment
in a foreign branch or subsidiary. Changes in the fair value of the
hedging contract are recognized in the foreign exchange trans-
lation gain or loss account of stockholders’ equity. Hedge in-
effectiveness is calculated based on changes in forward rates of
the derivative and the hedged net investment. Any ineffective-
ness is recorded to other income only if the notional amount of
the derivative does not match the portion of the net investment
designated as being hedged.

Other derivatives transacted as economic hedges of
foreign denominated assets and liabilities are carried on the bal-
ance sheet at fair value and recognized currently in foreign ex-
change trading profits. Unrealized gains are shown as other
assets, with unrealized losses reported as other liabilities.

Client-Related and Trading Instruments. De-
rivative financial instruments entered into to meet clients’ risk
management needs or for trading purposes are carried at fair
value, with realized and unrealized gains and losses included in
security commissions and trading income or foreign exchange
trading profits.

G. Loans and Leases. Loans that are held to ma-
turity are reported at the principal amount outstanding, net of
unearned income. Residential real estate loans classified as held
for sale are reported at the lower of aggregate cost or market
value. Loan commitments for residential real estate loans which
will be classified as held for sale at the time of funding and
which have an interest-rate lock, are recorded on the balance
sheet at fair value with associated gains or losses recognized as
other income. Unrealized gains are reported as other assets,
with unrealized losses reported as other liabilities. Other un-
funded loan commitments that are not held for sale are carried
at the amount of unamortized fees with a reserve for credit loss
liability recognized for any probable losses.

Interest income on loans is recorded on an accrual
basis until, in the opinion of management, there is a question as
to the ability of the debtor to meet the terms of the contract,
or when interest or principal is more than 90 days past due and
the loan is not well-secured and in the process of collection. At
the time a loan is placed on nonaccrual status, interest accrued
but not collected is reversed against interest income of the cur-
rent period. Loans are returned to accrual status when factors
indicating doubtful collectibility no longer exist. Interest col-
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lected on nonaccrual loans is applied to principal unless, in the
opinion of management, collectibility of principal is not in doubt.

Premiums and discounts on loans are recognized as
an adjustment of yield using the interest method based on the
contractual terms of the loan. Commitment fees that are
considered to be an adjustment to the loan yield, loan origi-
nation fees and certain direct costs are deferred and accounted
for as an adjustment to the yield.

Uneamed lease income from direct financing and
leveraged leases is recognized using the interest method. This
method provides a constant rate of retumn on the unrecovered
investment over the life of the lease.

H. Reserve for Credit Losses. The reserve for
credit losses represents management’s estimate of probable
inherent losses, which have occurred as of the date of the finan-
cial statements. The loan and lease portfolio and other credit
exposures are regularly reviewed to evaluate the adequacy of
the reserve for credit losses. In determining the level of the
reserve, Northern Trust evaluates the reserve necessary for
specific nonperforming loans and also estimates losses inherent
in other credit exposures. The result is a reserve with the
following components:

Specific Reserve. The amount of specific reserves is
determined through a loan-by-loan analysis of nonperforming
loans that considers expected future cash flows, the value of col-
lateral and other factors that may impact the borrower’s ability
to pay.

Allocated Inherent Reserve. The amount of the
allocated portion of the inherent loss reserve is based on loss
factors assigned to Northern Trust's credit exposures based on
internal credit ratings. These loss factors are primarily based on
management’s judgment of estimated credit losses inherent in
the loan portfelio as well as historical charge-off experience.

Unallocated Inherent Reserve. Management de-
termines the unallocated portion of the inherent loss reserve
based on factors that cannot be associated with a specific credit
or loan category. These factors include management’s subjective
evaluation of local and national economic and business con-
ditions, portfolio concentration and changes in the character and
size of the loan portfolio. The unallocated portion of the reserve
for credit losses reflects management's attempt to ensure that
the overall reserve appropriately reflects a margin for the im-
precision necessarily inherent in estimates of expected credit
losses.

Loans, leases and other extensions of credit deemed
uncollectible are charged to the reserve. Subsequent recoveries,
if any, are credited to the reserve. Actual losses may vary from
current estimates and the amount of the provision may be
either greater than or Jess than actual net charge-offs. The

related provision for credit losses, which is charged to income, is
the amount necessary to adjust the reserve to the level de-
termined through the above process.

The control process maintained by Credit Policy and
the lending staff, and the quarterly analysis of specific and
inherent loss components are the principal methods relied upon
by management to ensure that changes in estimated credit loss
levels are adjusted on a timely basis. In addition to Northem
Trust's own experience, management also considers the experi-
ence of peer institutions and regulatory guidance.

Although Northern Trust analyzes its exposure to
credit losses from both on- and off-balance sheet activity as one
process, during 2002 it began to record the portion of the
reserve assigned to unfunded commitments, standby letters of
credit and derivatives in other liabilities for financial reporting
purposes. The portion of the reserve assigned to loans and
leases continues to be reported as a contra asset, directly follow-
ing loans and leases in the Consolidated Balance Sheet.

|. Fees on Standby Letters of Credit and
Bankers Acceptances. Fees on standby letters of credit are
recognized in other operating income on the straight-line
method over the lives of the underlying agreements. Income
from commissions on bankers acceptances is recognized in
other operating income when the payment from the customer
is received by the accepting bank,

J. Buildings and Equipment. Buildings and equip-
ment owned are carried at original cost less accumulated depre-
ciation. The charge for depreciation is computed on the straight-
line method based on the following range of lives: buildings—10
to 30 years; equipment—3 to 10 years; and leasehold im-
provements—Ilease term to |5 vears. Leased properties meeting
certain criteria are capitalized and amortized using the straight-
line method over the lease period.

K. Other Real Estate Owned (OREQ). OREO
is comprised of commercial and residential real estate proper-
ties acquired in partial or total satisfaction of problem loans.
OREO assets are carried at the lower of cost or fair value.
Losses identified at the time of acquisition of such properties
are charged against the reserve for credit losses assigned to
loans. Subsequent write-downs that may be required to the car-
rying value of these assets and losses realized from asset sales
are charged to other operating expenses.

L. Unconsolidated Affiliates. Northern Trust's
20% interest in RemitStream Solutions, LLC (lockbox services),
its interest in EquiLend LLC (securities lending services) and its
50% interest in Helaba Northern Trust GMBH (investment
management services} are carried on the equity method of ac-
counting. The combined book value of these investments at
December 31, 2002 totaled $3.9 million.
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Northern Trust's $4.9 million investment in CLS Group Hold-
ings (foreign exchange settlement services) is carried at cost.

M. Intangible Assets. SFAS No. 142 supercedes
APB Opinion No. |7, “Intangible Assets” and addresses the
accounting for goodwill and other intangible assets. As required,
Northern Trust applied the provisions of this Statement effec-
tive January |, 2002 to all goodwill and other intangible assets
reflected in the consolidated financial statements at that date.

Goodwill. The Statement discontinues amortization
of goodwill over its estimated useful life and requires a transi-
tional impairment test of goodwill as of January |, 2002. An
annual impairment test of goodwill is also required in the year of
adoption and in subsequent years. Impairment losses for good-
will that arise due to the initial application of this Statement,
resulting from the transitional impairment test, are to be re-
ported as a change in accounting principle and any subsequent
impairment losses are required to be reported as operating
expenses. Management completed the initial goodwill impair-
ment test as of January |, 2002 and the annual test as of Oc-
tober 31, 2002 and determined that no impairment charges
were necessary. Goodwill at bath December 31, 2001 and
December 31, 2002 totaled $90.!1 million. Prior to adoption of
this Statement, goodwill had been amortized on the straight-line
method primarily over fifteen years. Application of the non-
amortization provisions of the Statement reduced noninterest
expense by approximately $10.0 million annually, resulting
in an increase in net income of $8.0 million in 2002 compared
to 2001,

Intangible Assets Subject to Amortization. Other
separately identifiable acquired intangible assets will continue to
be amortized over their estimated useful lives. At December 31,
2002, acquired intangible assets had a book value of $28.5 mil-
lion, which was net of accumulated amortization on these assets
of $59.2 million. Amortization for the year 2002 amounted to
$6.6 million. Amortization for the years ending 2003, 2004, 2005,
2006 and 2007 is estimated to be $6.6 million, $6.6 million, $5.5
miflion, $5.1 million and $2.9 million, respectively.

Purchased software and other allowable internal
costs, including compensation, relating to software developed
for internal use are capitalized. Software is being amortized using
the straight-line method over the estimated useful life of the
asset, ranging from 3 to 10 years.

N. Trust Assets and Fees. Assets held in fiduciary
or agency capacities are not included in the consolidated bal-
ance sheet, since such items are not assets of Northern Trust.

Fees from trust activities are recorded on the accrual
basis, over the period in which the service is provided. Fees are
a function of the market value of assets managed and adminis-
tered, the volume of transactions, securities lending volume and
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spreads, and fees for other services rendered, as set forth in the
underlying client agreement. This revenue recognition involves
the use of estimates and assumptions, including components
that are calculated based on estimated asset valuations and
transaction volumes.

Certain investment management fee arrangements
also may provide performance fees which are based on client
portfolio returns exceeding predetermined levels. Northern
Trust adheres to a policy in which it does not record any
performance-based fee income until the end of the contract
year, thereby eliminating the potential that revenue will be
recognized in one quarter and reversed in a future quarter.
Therefore, Northern Trust does not record any revenue under
incentive fee programs that is at risk due to future performance
contingencies. These arrangements often contain similar terms
for the payment of performance-based fees to sub-advisors. The
accounting for these performance-based expenses matches the
treatment for the related performance-based revenues.

Client reimbursed out-of-pocket expenses on occa-
sion, involve trust activities. Where such reimbursements are an
extension of the trust service rendered, they are recorded on a
gross basis as trust revenue.

O. Trust Security Settlement Receivables.
These receivables represent other items in the process of collec-
tion presented on behalf of trust clients.

P. Income Taxes. In accordance with SFAS
No. 109, “Accounting for Income Taxes,” Northern Trust fol-
lows an asset and liability approach to account for income taxes.
The objective is to recognize the amount of taxes payable or
refundable for the current year, and to recognize deferred tax
assets and liabilities resulting from temporary differences be-
tween the amounts reported in the financial statements and the
tax bases of assets and liabilities. The measurement of tax assets
and liabilities is based on enacted tax laws and applicable tax
rates.

Q. Cash Flow Statements. Cash and cash equiv-
alents have been defined as "Cash and Due from Banks.”

R. Stock-Based Compensation Plans. Statement
of Financial Accounting Standards No. 123, “Accounting for
Stock-Based Compensation,” establishes financial accounting and
reporting standards for stock-based compensation plans.

SFAS No. 123 allows two alternative accounting meth-
ods: (1) a fair-value-based method, or (2) an intrinsic-value-
based method which is prescribed by Accounting Principles
Board Opinion No. 25, "Accounting for Stock Issued to Employ-
ees” (APB No. 25) and related interpretations. Northern Trust
has elected to account for its stock-based incentive plans and
awards under APB No. 25, and has adopted the disclosure re-
quirements of SFAS No. 23 which have been amended by



SFAS No. 148, “Accounting for Stock-Based Compensation-
Transition and Disclosure.”

Pro forma information regarding net income and earn-
ings per share is required by SFAS No. 123, and has been de-
termined as if the Corporation had accounted for its stock-
based compensation under SFAS No. 123. For purposes of
estimating the fair value of the Corporation’s employee stock
options at the grant-date, a Black-Scholes option pricing mode!
was used with the following weighted average assumptions for
2002, 2001 and 2000, respectively: risk-free interest rates of
5.119%, 5.36% and 6.41%; dividend yields of 1.29%, 1.00% and
.88%; volatility factors of the expected market price of the Cor-
poration's common stock of 31.2%, 30.0% and 30.0%; and a
weighted average expected life of the options of 6.2 years, 5.9
years and 5.4 years,

The weighted average fair value of options granted in
2002, 2001 and 2000 was $18.75, $24.30 and $25.92, re-
spectively. For purposes of pro forma disclosures, the estimated
fair value of the options is amortized to expense over the op-
tions’ six months to three-year vesting periods.

The Corporation’s pro forma information follows:

(In Millions Except

Per Share Information) 2002 2001 2000
Net Iincome as Reported $447.1 $487.5 $485.1
Add:
Stock-Based Employee
Compensation Expense
Included in Reported Net
Income, Net of Tax 16.2 212 268
Deduct:
Total Stock-Based Employee
Compensation Expense
Determined Under the Fair
Value Method, Net of Tax 703 64.5 60.9
Pro Forma Net Income $393.0 $444.2 $451.0
Earnings Per Share as Reported:
Basic $ 2.02 $ 218 $ 217
Diluted 1.97 241 2.08
Pro Forma Earnings Per Share:
Basic $ .77 $ 199 $ 201
Diluted 1.73 1.92 1.93

2. Reclassifications—In 2002, Northern Trust adopted
Emerging Issues Task Force (EITF) 01-14, “income Statement
Characterization of Reimbursements Received for ‘Out-of-
Pocket’ Expenses Incurred,” which requires that client-
reimbursed out-of-pocket expenses be recorded as gross
revenue and expense. These reimbursements were previously
reporied as a reduction of expense. This change, which has
no impact on net income, increased trust fees, treasury
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management and other revenues with an offsetting increase
in other operating expenses. Prior period amounts have
been reclassified.

Other reclassifications have been made to prior
periods’ consolidated financial statements to place them on a

basis comparable with the current period’s consolidated
financial statements.

3. Securities—Securities Available for Sale. The follow-
ing tables summarize the amortized cost, fair values and remain-
ing maturities of securities available for sale.

Reconciliation of Amortized Cost to Fair Values of
Securities Available for Sale

December 31, 2002

Gross Gross
Amortized Unrealized Unrealized Fair
(In Millions) Cost Gains Losses Value
U.S. Government $ 1036 $ 4 5 - $ 1040
Obligations of States
and Political
Subdivisions 30.7 2.4 - 33.1
Federal Agency 5,005.2 19.2 - 5,024.4
Preferred Stock 80.8 - - 80.8
Other 438.1 .8 - 438.9
Total $5,658.4 $228 % - $5,681.2
December 31, 200!
Gross Gross
Amortized Unrealized Unrealized Fair
(In Millions) Cost Gains Losses Value
U.S. Government $ 1582 $ 7 9% - § 1589
Obligations of States
and Political
Subdivisions 30.7 R 8 30.0
Federal Agency 51814 8.3 S 51889
Preferred Stock 829 - - 829
Other 188.0 - | 187.9
Total $ 5,6409 $ 91 3 f4 §56486

Remaining Maturity of Securities Available for Sale

December 31, 2002

Amortized Fair
(In Millions) Cost Value
Due in One Year or Less $4,707.9 $4,711.4
Due After One Year Through Five Years 650.8 667.6
Due After Five Years Through Ten Years 23.0 18.4
Due After Ten Years 276.7 283.8
Total $5,658.4 $5,681.2

Mortgage-backed securitles are included in the above toble toking into
account anticipated future prepayments,
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Securities Held to Maturity. The following tables summarize
the book values, fair values and remaining maturities of securities
held to maturity.

Reconciliation of Book Values to Fair Values of
Securities Held to Maturity

December 31, 2002

Gross Gross
Book Unrealized Unrealized Fair
(In Millions) Value Gains Losses Value
Obligations of States and
Political Subdivisions  $756.8 $42.0 $ - $798.8
Federal Agency 8.4 2 3 8.3
Other 139.8 3 4.3 135.8
Total $905.0 $42.5 $ 446 $942.9
December 31, 2001
Gross Gross
Book Unrealized Unréalized Fair
(In Miilions) Value Gains Losses Value
Obligations of States and
Political Subdivisions  $528.9 $140 3 - $542.9
Federal Agency 49 A A 4.9
Other 129.8 - 45 1253
Total $663.6 $14.1 $ 46 $673.1

Remaining Maturity of Securities Held to Maturity

December 31, 2002

Book Fair
(In Miltions) Value Value
Due in One Year or Less $ 576 $ 58.1
Due After One Year Through Five Years 124.1 128.1
Due After Five Years Through Ten Years 301.7 3168
Due After Ten Years 421.6 439.9
Total $905.0 $942.9

Mortgage-backed securities are included in the above table taking into
account anticipated future prepayments.

Investment Security Gains and Losses. Realized gross
security gains and losses, which are included in the consolidated
statement of income, to*aled $.3 million and none, respectively,
in 2002. Realized gross security gains and losses totaled $.1 mil-
lion and $.1 million, respectively, in 2001. Realized gross security
gains and losses totaled $.3 million and $.1 million, respectively,
in 2000.

4. Securities Purchased Under Agreements to Resell
and Securities Sold Under Agreements to
Repurchase—Securities purchased under agreements to resell
and securities sold under agreements to repurchase are re-
corded at the amounts at which the securities were acquired or

NORTHERN TRUST CORPORATION

sold plus accrued interest. To minimize any potential credit risk
associated with these transactions, the fair value of the securities
purchased or sold is continuously monitored, limits are set on
exposure with counterparties, and the financial condition of
counterparties is regularly assessed. It is Northern Trust's policy
to take possession of securities purchased under agreements
to resell,

The following tables summarize information related
to securities purchased under agreements to resell and secu-
rities sold under agreements to repurchase.

Securities Purchased Under Agreements to Resell

December 3| i
(% !n Millions) 2002 2001 :
Average Balance During the Year $ 5239 $ 5125
Average Interest Rate Earned During the Year 1.72% 326%
Maximum Month-End Balance During the Year 3,i26.9 1,668.9

Securities Sold Under Agreements to Repurchase

December 31

(% in Millions) 2002 2001
Average Balance During the Year $ 1,2829 $ 14741
Average Interest Rate Paid During the Year 1.59% 393%
Maximum Month-End Balance During the Year 1,850.4 2,1942

5. Loans and Leases—Amounts outstanding in selected loan
categories are shown below.

December 31

(In Millions) 2002 2001
Domestic
Residential Real Estate $ 78081 $ 74279
Commercial 3,968.3 4,741.6
Broker 8.8 1.8
Commercial Real Estate 1,168.5 1,025.6
Personal 2,480.8 2,208.8
Other 959.3 768.6
Lease Financing 1,276.0 1,202.6
Total Domestic 17,669.8 17,3869
International 3939 593.0
Total Loans and Leases $18,063.7 $179799

Other domestic and international loans include
$899.3 million at December 31, 2002, and $812.0 million at
December 31, 2001 of overnight trust-related advances in con-
nection with next day security settlements. Lease financing in-
cludes leveraged leases of $731.4 million at December 31, 2002,
and $715.5 million at December 31, 2001.
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Residential real estate loans held for sale and included
in other assets in the consolidated balance sheet totaled $14.2
million at both December 31, 2002 and 2001,

Concentrations of Credit Risk—The information in
the section titled “Residential Real Estate” on page 47 through
the section titled “Commercial Aircraft Leases” on page 48, is
incorporated by reference.

Nonperforming Assets. Presented below are outstanding
amounts of nonaccrual loans, restructured loans and OREQ.
December 31

(In Millions) 2002 2001
Nonaccrual Loans

Domestic $93.4 $1087

International - -
Total Nonaccrual Loans 93.4 108.7
Other Real Estate Owned 1.2 8
Total Nenperforming Assets $94.6 $109.5

Included in nonperforming assets were loans with a
recorded investment at December 31, 2002 and December 31,
2001 of $90.9 million (net of $23.0 million in charge-offs) and
$98.0 million (net of $56.7 million in charge-offs), respectively,
which were also classified as impaired. At December 31, 2002
and December 31, 2001, impaired loans totaling $13.0 million
(net of $12.6 million in charge-offs) and $28.8 million (net of
$43.5 million in charge-offs), respectively, had no portion of the
reserve for credit losses specifically allocated to them, while
$77.9 million (net of $10.4 million in charge-offs) at December
31,2002 had a specific allocated reserve of $25.0 million and
$69.2 million (net of $13.2 million in charge-offs) at December
31, 2001 had a specific allocated reserve of $21.1 million. Total
recorded investment in impaired loans averaged $106.8 miflion
in 2002 and $107.1 million in 2001.

There were $23.2 million of unfunded loan commit-
ments and standby letters of credit issued to borrowers whose
loans were classified as nonaccrual at December 31, 2002, while
there were $29.7 million at December 31, 2001.

Interest income that would have been recorded on
domestic nonaccrual loans in accordance with their original
terms amounted to $6.4 million in 2002, $9.4 million in 2001
and $6.5 million in 2000, compared with amounts that were
actually recorded of $77 thousand, $66 thousand and $26
thousand, respectively.

6. Reserve for Credit Losses—Changes in the reserve for
credit losses were as follows:

(In Millions) 2002 2001 2000
Balance at Beginning of Year $161.6 $1629 $1508
Charge-Offs

Domestic (36.6) (65.0) (13.5)

International - - -
Total Charge-Offs (36.6) (69.0) (13.5)
Recoveries 6.0 |.2 1.5
Net Charge-Offs (30.6) (67.8) (12.0)
Provision for Credit Losses 37.5 66.5 240
Balance at End of Year $168.5 $l61.6 $162.9
Reserve for Credit Losses

Assigned to:

Loans and Leases $161.1 $154.3 $1526

Unfunded Commitments,
Standby Letters of Credit
and Derivatives 7.4 73 10.3

Balance at End of Year $168.5 $161.6 $162.9

7. Buildings and Equipment—A summary of buildings and
equipment is presented below.

December 31, 2002

Net

Original Accumulated Book

(In Millions) Cost Depreciation Value

Land and Impravements $ 38.3 $ 2 $ 38.1

Buildings 188.0 56.0 132.0

Equipment 373.7 180.7 193.0

Leasehold Improvements 134.2 39.2 95.0
Buildings Leased under Capital

Leases (Note 8) 8l.1 24.2 56.9

Total Buildings and Equipment $815.3 $300.3 $515.0

December 31, 2001

Net

Original Accumulated Book

(In Millions) Cost Depreciation Value

Land and Improvements $ 381 $ 2 $ 379

Buildings 159.9 48.6 i3

Equipment 3737 166.7 2070

Leasehold Improvements 1135 40.3 732
Buildings Leased under Capital

Leases (Note 8) 814 218 59.3

Total Buildings and Equipment $766.3 $277.6 $488.7

The charge for depreciation, which includes amor-
tization of assets recorded under capital leases, amounted to
$84.5 million in 2002, $78.6 million in 2001, and $67.8 million
in 2000.
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8. Lease Commitments—At December 31, 2002, Northern
Trust was obligated under a number of non-cancelable operat-
ing leases for premises and equipment. Certain leases contain
rent escalation clauses, based on market indices or increases in
real estate taxes and other operating expenses and renewal op-
tion clauses calling for increased rentals. There are no re-
strictions imposed by any lease agreement regarding the
payment of dividends, debt financing or Northern Trust entering
into further lease agreements. Minimum annual lease commit-
ments as of December 31, 2002 for all non-cancelable operating
leases are as follows:

Future Minimum

(In Millions) Lease Payments
2003 $ 48.2
2004 46.8
2005 45.8
2006 44.2
2007 42.1
Later Years 3760
Total Minimum Lease Payments : $603. |

Net rental expense for all operating leases is included
in occupancy expense and amounted to $48.6 million in 2002,
$43.4 million in 2001 and $36.9 million in 2000.

~ One of the buildings and related land utilized for Chi-
cago operations has been leased under an agreement that quali-
fies as a capital lease. The long-term financing for the property
was provided by the Corporation and the Bank. In the event of
sale or refinancing, the Bank will receive all proceeds except for
58% of any proceeds in excess of the original project costs,
which will be paid to the lessor.

The following table reflects the future minimum lease
payments required under capital leases, net of any payments
received on the long-term financing, and the present value of
net capital lease obligations at December 31, 2002.

Future Minimum

(In Millions) Lease Payments, Net
2003 $ 24
2004 24
2005 24
2006 24
2007 25
Later Years 1.4
Total Minimum Lease Payments, net 235
Less: Amount Representing Interest 77

Net Present Value under Capital
Lease Obligations $15.8
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9. Senior Notes, Long-Term Debt and Lines of
Credit—Senior Notes. A summary of Bank senior notes
outstanding at December 31 is presented below.

(% In Millions) Rate 2002 2001
Bank-Senior Notes (a) (b) (d)
Fixed Rate Due Oct. 2003 6.625%  $200.0 $200.0
Fixed Rate Due Nov. 2004 6.65 150.0 150.0
Fixed Rate Due Feb. 2005 7.50 100.0 [00.0
Total Bank Senior Notes $450.0 $450.0

Long-Term Debt. A summary of long-term debt outstanding
at December 31 is presented below,

(% In Millions) 2002 2001
Bank-Subordinated Debt (d)
6.50% Notes due May 2003 (a) $100.0 $100.0
6.70% Notes due Sept. 2005 (a) (b) 100.0 100.0
7.30% Notes due Sept. 2006 (a) (b) 100.0 100.0
6.25% Notes due June 2008 (a) (b} 100.0 000
7.10% Notes due Aug. 2009 (a) (b) 200.0 2000
6.30% Notes due March 2011 (a) (b) 150.0 150.0
Subordinated Long-Term Debt 750.0 750.0
Capital Lease Obligations (c) 15.8 6.8
Total Long-Term Debt $765.8 $766.8

Long-Term Debt Qualifying as Risk-Based Capital  $550.0 $610.0

{a) Not redeemable prior to maturty.

(b) Under the terms of its current Offering Circular, the Bank has the ability
to offer from time to time its senior bank notes in an aggregate principal
amount of up to $4.5 billion at any one time outstanding and up to an
additional $500 million of subordinated notes. Each senior note will mature
from 30 days to fifteen years and each subordinated note will mature from
five years to fifteen years, following its date of original issuance. Each note
will mature on such date as selected by the initial purchaser and agreed to
by the Bank.

(c) Refer to Note 8.

(d} Debt issue costs are recorded as an asset and amortized on a straight-
line basis over the life of the Note.

In January 2003, the Bank issued $200 million of ten-
year 4.60% Subordinated Bank Notes due January, 2013,

Lines of Credit. The Corporation currently maintains a com-
mercial paper back-up line of credit with two banks totaling $50
million. The termination date is November 2005. A pricing
matrix that is based on the long-term senior debt ratings of the
Corporation determines the commitment fee. Currently, the
annual fee is 8 basis points of the commitment. There were no
borrowings under commercial paper back-up facilities during
2002 or 2001.




10. Debt—Floating Rate Capital Securities. The following
table summarizes the book value of Floating Rate Capital Secu-
rities outstanding.

December 31
(In Millions) 2002 2001
$150 Million Series A due January 15, 2027 $148.8 $148.7
$120 Million Series B due April 15, 2027 119.0 119.0
Total Debt-Floating Rate Capital Securities $267.8 $267.7

In January 1997, the Corporation issued $150 million
of Floating Rate Capital Securities, Series A, through a statutory
business trust wholly-owned by the Corporation ("NTC Capital
). In April 1997, the Corporation also issued, through a sepa-
rate wholly-owned statutory business trust ("NTC Capital I'),
$120 million of Floating Rate Capital Securities, Series B. The
sole assets of the trusts are Subordinated Debentures of North-
ern Trust Corporation that have the same interest rates and
maturity dates as the corresponding distribution rates and re-
demption dates of the Floating Rate Capital Securities. The out-
standing principal amounts of the Subordinated Debentures held
by NTC Capital | and NTC Capital Il are $154.6 million and
$123.7 million, respectively. The Series A Securities were issued
at a discount to yield 60.5 basis points above the three-month
London Interbank Offered Rate (LIBOR), while the Series B
Securities were issued at a discount to yield 67.9 basis points
above the three-month LIBOR. Both Series A and B Securities
qualify as tier | capital for regulatory purposes.

The Corporation has fully, irrevocably and uncondi-
tionally guaranteed all payments due on such Capital Securities.
The holders of the Capital Securities are entitled to receive
preferential cumulative cash distributions quarterly in arrears
(based on the liquidation amount of $1,000 per Capital Secu-
rity) at an interest rate equal to the rate on the corresponding
Subordinated Debentures, The interest rate on the Series A and
Series B securities is equal to three-month LIBOR plus 0.52%
and 0.59%, respectively. Subject to certain exceptions, the Cor-
poration has the right to defer payment of interest on the Sub-
ordinated Debentures at any time or from time to time for a
period not exceeding 20 consecutive quarterly periods provided
that no extension period may extend beyond the stated ma-
turity date, If interest is deferred on the Subordinated
Debentures, distributions on the Capital Securities will also be
deferred and the Corporation will not be permitted, subject to
certain exceptions, to pay or declare any cash distributions with
respect to the Corporation’s capital stock or debt securities that
rank the same as or junior to the Subordinated Debentures,
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until all past due distributions are paid. The Subordinated
Debentures are unsecured and subordinated to substantially all
of the Corporation's existing indebtedness.

The Corporation has the right to redeem the Series
A Subordinated Debentures on or after January 15, 2007 and
the Series B Subordinated Debentures on or after April 15,
2007, in each case in whole or in part. In addition, the Corpo-
ration has the right to redeem the Subordinated Debentures
held by either trust in whole but not in part at any time within
90 days following certain defined tax or regulatory capital treat-
ment changes, at a price equal to the principal amount plus ac-
crued and unpaid interest.

i 1. Stockholders’ Equity—Preferred Stock. The Corpo-
ration is authorized to issue 10,000,000 shares of preferred
stock without par value. The Board of Directors of the Corpo-
ration is authorized to fix the particular preferences, rights, qual-
ifications and restrictions for each series of preferred stock
issued. A summary of preferred stock outstanding is presented

below.
December 31
(In Millions) 2002 2001
Auction Rate Preferred Stock Series C
600 shares @ $100,000 per share $ 60.0 $ 600

Flexible Auction Rate Cumulative Preferred Stock
Series D 600 shares @ $100,000 per share 60.0 60.0

Total Preferred Stock $120.0 $120.0

Series C—lIn 1987, 600 shares of Auction Rate Preferred
Stock Series C (APS) were issued, with a $100,000 per share
stated value. Dividends on the shares of APS are cumulative.
Rates are determined every 49 days by Dutch auction unless the
Corporation fails to pay a dividend or redeem any shares for
which it has given notice of redemption, in which case the divi-
dend rate will be set at 175% of the 60-day "AA" Composite
Commercial Paper Rate. The dividend rate in any auction will
not exceed a percentage determined by the prevailing credit rat-
ing of the APS. The current maximum dividend rate is 120% of
the 60-day "AA" Composite Commercial Paper Rate. No divi-
dends other than dividends payable in junior stock, such as
common stock, may be paid on common stock until full cumu-
lative dividends on the APS have been paid. The average rate
for this issue as declared during 2002 was 1.84%. The shares of
APS are redeemable at the option of the Corporation, in whole
or in part, on any Dividend Payment Date at $100,000 per
share, plus accrued and unpaid dividends.
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Series D—In 1990, 600 shares of Flexible Auction Rate Cumu-
lative Preferred Stock Series D (FAPS) were issued with a
$100,000 per share stated value. Each dividend period contains
49 days (the “Short-Term Dividend Period”) or a number of
days greater than 49 days (as selected by the Term Selection
Agent) which is divisible by seven (the “Long-Term Dividend
Period”). Rates for each dividend period are determined by
Dutch auction unless the Corporation fails to pay the full
amount of any dividend or redemption. The dividend rate in any
auction will not exceed a percentage (currently 125%), de-
termined by the prevailing credit rating of the FAPS, of the 60-
day "AA" Composite Commercial Paper Rate or the Reference
Rate, which rate is the Composite Commercial Paper Rate or
the Treasury Rate, as appropriate for the length of each Short-
Term or Long-Term Dividend Period, respectively. If the Corpo-
ration fails to pay the full amount of any dividend or
redemption, each dividend period thereafter (until auctions are
resumed) will be a Short-Term Dividend Period and the divi-
dend rate will be 250% of the 60-day "AA” Composite Com-
mercial Paper Rate; additional dividends will accrue for the
balance of any Long-Term Dividend Period in which such a fail-
ure to pay occurs. No dividends other than dividends payable in
junior stock, such as common stock, may be paid on common
stock until full cumulative dividends on the FAPS have been
paid. The average rate for this issue as declared during 2002 was
1.88%. The shares of FAPS are redeemable at the option of the
Corporation, in whole or in part, at $100,000 per share plus
accrued and unpaid div.dends.

Preferred Stock Purchase Rights—On July 21, 1998 the
Board of Directors of the Corporation declared a dividend dis-
tribution of one Preferred Stock Purchase Right for each out-
standing share of the Corporation’s common stock issuable to
stockholders of record at the close of business on October 31,
1999. As a result of anti-dilution provisions, each share of com-
mon stock now has one-half of one Right associated with it
Each Right is exercisable for one one-hundredth of a share of
Series A Junior Participating Preferred Stock at an exercise price
of $330.00, subject to adjustment. The Rights will be evidenced
by the common stock certificates and will not be exercisable or
transferable apart from the common stock until twenty days
after a person or group acquires |5 percent or more of the
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shares of common stock then outstanding or announces a
tender or exchange offer which if consummated would result
in ownership of 15 percent or more of the outstanding
common stock.

In the event that any person or group acquires 15
percent or more of the outstanding shares of common stock,
each Right entitles the holder, other than such person or group,
to purchase that number of shares of common stock of the
Corporation having a market value of twice the exercise price of
the Right. At any time thereafter if the Corporation con-
summates a business combination transaction or sells sub-
stantially all of its assets, each Right entitles the holder, other
than the person or group acquiring 15 percent or mere of the
outstanding shares of common stock, to purchase that number
of shares of surviving company stock which at the time of the
transaction would have a market value of twice the exercise
price of the Right.

The Rights do not have voting rights and are re-
deemable at the option of the Corporation at a price of one-
half of one cent per Right at any time prior to the close of
business on the twentieth day following announcement by the
Corporation of the acquisition of 15 percent or more of the
outstanding common stock by a person or group. Unless earlier
redeemed, the Rights will expire on October 31, 2009.

Common Stock. An analysis of changes in the number of
shares of common stock outstanding follows:

2002 2004 2000
221,647,260 222,232,395 222,161,934

Balance at January |
Employee Benefit Plans:
Incentive Plan and

Awards 733,552 598,940 490,397
Stock Options

Exercised 1,441,501 1,363,160 2364071
Treasury Stock

Purchased (3,021,911) (2547,235) (2,784,007)

Balance at December 3| 220,800,402 221,647,260 222,232,395

Under the current buyback program, the Corporation may pur-
chase up to 1.6 million additional shares after December 31,
2002. The repurchased shares would be used primarily for man-
agement incentive plans and other corporate purposes.
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[2. Accumulated Other Comprehensive Income-—The following table summarizes the components of Accumulated Other
Comprehensive Income at December 31, 2002, 200! and 2000, and changes during the years then ended, presented on an after-tax

basis.

December 31, 2002

Period Change

NORTHERN

Beginning Before
Balance Tax Ending Balance
(In Millions) (Net of Tax) Amount Tax Effect (Net of Tax)
Unrealized Gains (Losses) on Securities Available for Sale $ (1) $ 95 $(3.6) $ 58
Less: Reclassification Adjustments - 2 8))] A
Net Unrealized Gains (Losses) on Securities Available for Sale N 9.3 (3.5) 5.7
Unrealized Gains (Losses) on Cash Flow Hedge Designations i.5 152 (5.8) 10.9
Less: Reclassification Adjustments - 8.2 3.1) 5.1
Net Unrealized Gains (Losses) on Cash Flow Hedge
Designations |.5 7.0 2.7) 5.8
Foreign Currency Translation Adjustments (:2) (4 2 (4)
Minimum Pension Liability (3.6) (7 3 (4.0)
Accumulated Other Comprehensive Income $ (2.4) $15.2 $(5.7) $ 7.1
December 31, 2001 Period Change
Beginning Before
Bafance Tax Ending Balance
(In Millions) (Net of Tax) Amount Tax Effect (Net of Tax)
Unrealized Gains (Losses) on Securities Available for Sale $ (9 $ 15 $ (7 $ (D
Less: Reclassification Adjustments - - - -
Net Unrealized Gains (Losses) on Securities Available for Sale (% 1.5 (7) (H
Unrealized Gains (Losses) on Cash Flow Hedge Designations - 8 (3) S
Less: Reclassification Adjustments - 2.0) 8 (1.2)
Cumulative Effect of Adopting SFAS No. 133 - (3) A (2)
Net Unrealized Gains (Losses) on Cash Flow Hedge
Designations - 25 (1.0} 1.5
Foreign Currency Translation Adjustments - (3) A (2)
Minimum Pension Liability (123) 14.0 (5.3) (3.6)
Accumutated Other Comprehensive income $(13.2) $17.7 $(6.9) 3 (24)
December 31, 2000 Period Change
Beginning Before
Balance Tax Ending Balance
(In Miltions) (Net of Tax) Amount Tax Effect (Net of Tax)
Unrealized Gains (Losses) on Securities Available for Sale $ (24) $ 28 $(1.2) $ (8
Less: Reclassification Adjustments - 2 N A
Net Unrealized Gains (Losses) on Securities Available for Sale (2.4) 26 (. (%)
Minimum Pension Liability (10.7) (2.6) 1.0 (12.3)
Accumulated Other Comprehensive Income $(13.hH) $ - $ (D $(13.2)

TRUST CORPORATION
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13. Income Taxes—The table below reconciles the total
provision for income taxes recorded in the consolidated state-
ment of income with the amounts computed at the statutory
federal tax rate of 35%

Deferred taxes result from temporary differences
between the amounts reported in the consolidated financial
statements and the tax bases of assets and liabilities. Deferred
tax liabilities and assets have been computed as follows:

(In Millions) 2002 2001 2000 ) December 31

Tax at Statutory Rate $234.1 $256.2 $255.5 (In Millions) 2002 2001

Tax Exempt Income (1.0 ©.5) O Deferred Tax Liabilities:

State Taxes, net 13.1 9.5 6.1 L ease Financing $537.7 $470.6

Other (14.2) (e .2) Software Development 99.8 848

Provision for Income Taxes $221.9 $244.4 $245.0 Accumulated Depreciation 36.0 29.3
State Taxes, net 307 200

The components of the consolidated provision for
income taxes for each of the three years ended December 31
are as follows:

(in Millions) 2002 2001 2000
Current Tax Provision:
Federal $ 935 $ 81.1 $1189
State 77 7.3 103
Foreign 25.1 265 274
Total 126.3 1149 156.6
Deferred Tax Provision:
Federal 832 122.1 89.3
State 12.4 7.4 (9)
Total 95.6 129.5 88.4
Provision for Income Taxes $221.9 $244 4 $245.0

In addition to the amounts shown in the above tables,
tax liabilities or (benefits) have been recorded directly to stock-
holders' equity for the following items:

(In Millions) 2002 2001
Current Tax Benefit for Employee Stock Options

and Other Employee Benefit Plans $(16.9) $(26.6)
Deferred Tax Effect of Other Comprehensive

Income 5.7 6.9
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Other Liabilities 16.4 8.6

Gross Deferred Tax Liabilities 7206 6133
Deferred Tax Assets:
Reserve for Credit Losses 61.1 56.6
Compensation and Benefits 294 359
Other Assets 324 210
Gross Deferred Tax Assets 1229 1135
Valuation Reserve - -
Deferred Tax Assets, net of Valuation Reserve 1229 1135

Net Deferred Tax Liabilities $597.7 $4998

No valuation allowance related to deferred tax assets
has been recorded at December 31, 2002 and 2001 as
management believes it is more likely than not that the deferred
tax assets will be fully realized.

At December 31, 2002, Northern Trust had federal
net operating loss carryforwards of $.5 million resulting from the
acquisition of businesses that had existing net operating loss car-
ryforwards. These carryforwards are available to reduce future
tax return liabilities and if not used, will begin to expire in 2011,
In addition, Northern Trust had state net operating loss and tax
credit carryforwards of $496.3 million and $.6 million, re-
spectively. State net operating loss carryforwards of $3.3 million
will expire in 2005, $2.9 million in 2006 and the remainder from
2018 through 202 1. The state tax credits will expire in 2003
through 2007. The carryforwards are subject to various limi-
tations imposed by tax laws.
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14. Net Income Per Common Share Computations—The computation of net income per common share is presented

below.

($ In Mithions Except Per Share Information) 2002 2001 2000
Basic Net Income Per Common Share
Reported Net Income $447.1 $487.5 $485.1
Less: Dividends on Preferred Stock (2.2) (GHD) (5.7)
Add Back: Goodwill Amortization, After Tax ~ 8.0 7.6
Adjusted Net Income Applicable to Common Stock $444.9 $491.4 $487.0
Average Number of Common Shares Outstanding 220,552,132 221,425,584 220961477
Reported Basic Net Income Per Common Share $ 2.02 $ 2.8 $ 217
Goodwill Amortization, After Tax - 04 03
Adjusted Basic Net Income Per Common Share $ 2.02 $ 222 $ 220
Diluted Net Income Per Common Share
Reported Net Income Applicable to Common Stock $444.9 $483.4 $479.4
Add Back: Goodwill Amortization, After Tax - 8.0 76
Adjusted Net Income Applicable to Common Stock $444.9 $491.4 $487.0
Average Number of Common Shares Outstanding 220,552,132 221,425,584 220961477
Plus: Dilutive Potential Common Shares

Stock Options 3,261,214 5,310,288 7.181,145

Stock Incentive Plans (Note 24) 2,021,03) 2235466 2,470,689
Average Common and Potential Common Shares 225,834,377 228,971,338 230,613,311
Reported Diluted Net Income Per Common Share $ 1.97 $ 211 $ 208
Goodwill Amortization, After Tax - 04 03
Adjusted Diluted Net Income Per Common Share $ 1.97 $ 215 $ 210

I5. Restrictions on Subsidiary Dividends and Loans or
Advances—~Provisions of state and federal banking laws restrict
the amount of dividends that can be paid to the Corporation by
its banking subsidiaries. Under applicable state and federal laws,
no dividends may be paid in an amount greater than the net
profits then on hand, subject to other applicable provisions of
law. In addition, prior approval from the relevant federal banking
regulator is required if dividends declared by any of the Corpo-
ration’s banking subsidiaries in any calendar year will exceed its
net profits (as defined) for that year, combined with its retained
net profits for the preceding two years. Based on these regu-
lations, the Corporation's banking subsidiaries, without regu-
latory approval, could declare dividends during 2003 equal to
their 2003 eligible net profits (as defined) plus $378.9 million.
The ability of each banking subsidiary to pay dividends to the
Corporation may be further restricted as a result of regulatory
policies and guidelines relating to dividend payments and capital
adequacy.

State and federal laws limit the transfer of funds by a
banking subsidiary to the Corporation and certain of its affiliates
in the form of loans or extensions of credit, investments or pur-
chases of assets. Transfers of this kind to the Corporation or a

nonbanking subsidiary by a banking subsidiary are each limited
to 10% of the banking subsidiary's capital and surplus with re-
spect to each affiliate and to 20% in the aggregate, and are also
subject to certain collateral requirements. These transactions, as
well as other transactions between a banking subsidiary and the
Corporation or its affiliates, must also be on terms substantially
the same as, or at teast as favorable as, those prevailing at the
time for comparable transactions with non-affiliated companies
or, in the absence of comparable transactions, on terms, or
under circumstances, including credit standards, that would be
offered to, or would apply to, non-affiliated companies.

16. Other Operating Income—Other operating income in
2002 included gains of $8.5 million from the sale of leased
equipment at the end of the scheduled lease terms. Other
operating income in 2002 was reduced by a $15.0 million write-
off of an equity investment in myCFO, Inc., a $4.8 million write-
off of an equity investment in Global Straight Through
Processing Association and a $4.6 million write-off of the re-
sidual value of an aircraft leased 1o United Airlines. In 2001 and
2000, nonrecurring gains totaled $9.2 million and $4.5 million,
respectively.
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7. Net Interest Income—The components of net interest income were as follows:

(In Miflions) 2002 2001 2000
Interest Income
Loans and Leases $ 8615 $1,077.7 $1,154.6
Securities—Taxable 128.6 3527 580.6
—Non-Taxable 316 262 26.1
Time Deposits with Banks 203.9 194.3 206.0
Federal Funds Sold and Securities Purchased under Agreements to Resell and Other 12.7 306 438
Total Interest Income 1,238.3 [.681.5 20111
Interest Expense
Deposits 316.9 645.9 830.3
Federal Funds Purchased 68.4 109.8 167.8
Securities Sold under Agreements to Repurchase 20.4 580 91.8
Commercial Paper 25 56 © 88
Other Borrowings 138.2 168.6 2452
Senior Notes 31 334 344
Long-Term Debt 522 514 44.8
Debt-Floating Rate Capital Securities 6.8 13.5 19.4
Total Interest Expense 636.5 1,086.2 14425
Net Interest Income $ 601.8 $ 5953 $ 56856

I8. Other Operating Expenses—The components of other
operating expenses were as follows:

(in Millions) 2002 2001 2000
Outside Services Purchased $189.1 $162.1 $151.7
Software Amortization 75.0 69.9 61.3
Business Promotion 42.7 41.6 47.0
Other Intangibles Amortization 6.6 6.6 62
Goodwill Amortization - 9.9 5.4
Other Expenses 126.1 1254 147.3
Total Other Operating Expenses $439.5 $4/55 $422.9

Software, goodwill and other intangible assets are in-
cluded in other assets in the consolidated balance shest. Soft-
ware totaled $371.1 million at December 31, 2002 and $329.8
million at December 31, 2001. Goodwill totaled $90.1 million at
both December 31, 2002 and December 31, 2007. Other in-
tangibles totaled $28.5 million at December 31, 2002 and $35.2
million at December 31, 2001.

|9. Employee Benefits—Pension. A noncontributory quali-
fied pension plan covers substantially all employees. Assets held
by the plan consist orimarily of listed stocks and corporate
bonds.

Effective January 1, 2002, the pension formula was
changed from a traditional final average pay formula to what is
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generally known as a pension equity formula. All employees
hired on or after June |, 2001 are required to have their pen-
sion computed under the pension equity formula. All employees
hired before June 1, 2001 (and continually active throughout
2001) were entitled to a one-time pension election to either
remain with the traditional pension plan formula or change to
the new pension equity formula for accruals after December 31,
2001, Although these changes are expected to reduce the long-
term cost of the plan, for the next several years it is estimated
that the plan change will increase the annual service cost by
approximately $.5 million.

Northern Trust also maintains a noncontributory
nonqualified pension plan for participants whose retirement
benefit payments under the gualified plan are expected to ex-
ceed the limits imposed by federal tax law. Northern Trust has a
nonqualified trust, referred to as a "Rabbi” Trust, to fund bene-
fits in excess of those permitted in certain of its qualified plans.
The primary purpose of the trust is to fund nonqualified retire-
ment benefits. This arrangement offers participants a degree of
assurance for payment of benefits in excess of those permitted
in the related qualified plans. The assets remain subject to the
claims of creditors and are not the property of the employees.
Therefore, they are accounted for as corporate assets and are
included in other assets in the consolidated balance sheet.
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The following tables set forth the status and the net
periodic pension cost of the domestic qualified and nonqualified
pension benefit plans for 2002 and 2001. Prior service costs are
being amortized on a straight-line basis over the average future-
working lifetime of the eligible participants at the time of the
plan change. As of January I, 2002, the average future-working
fifetime of the eligible participants is | 1.3 years.

Plan Status
Qualified Nonqualified
Plan Plan
September 30
($ In Millions) 2002 2001 2002 2001
Accumulated Benefit
Obligation $245.1 $202.8 $29.0 $ 264
Projected Benefit 291.5 2429 50.9 46.0
Plan Assets at Fair
Value 246.8 2981 - -
Plan Assets In Excess
of (Less Than)
Projected Benefit
Obligations (44.7) 55.2 (50.9) (46.0)
Unrecognized Net
Liability - 2 - -
Unrecognized Net
Loss 6.5 19.4 327 303
Unrecognized Prior
Service Cost
(Benefit) 24 2.5 (2.6) (3.0)
Valuation Adjustment N - -
Prepaid {Accrued)
Pension Expense at
September 30 742 77.2 (20.8) (18.7)
Net Funding October
to December 5.0 (7) (1.6) (19
Additional Minimum
Liability at
December 31 - - (6.4) {57
Prepaid (Accrued)
Pension Expense
at December 31 $ 792 $ 765 $(28.8) $(26.3)
Assumptions:
Discount Rates 6.75% 7.50% 5.50% 6.00%
Rate of Increase in
Compensation
Level* 3.60 5.00 3.60 5.00
Expected Long-
Term Rate of
Return on
Assets 8.75 9.00 N/A N/A

*The 140 basis point reduction in the compensation rate assumption, in-
cludes a 75 basis point reduction to 4.25% for inflation and an additional
65 basis point reduction due to the temporary effect of modifying the pen-
sicn plan compensation scale assumption for o three year period.

Net Periodic Pension Expense

Qualified Nongualified
Plan Plan

(In Millions) 2002 2001 2002 200t
Service Cost $ 125 $ 131 $ 1.9 $ 20
Interest Cost 18.6 178 2.8 30
Expected Return on

Plan Assets (28.2) (27.9) N/A N/A
Amortization:

Net Loss - - 26 3.1

Prior Service Cost

(Benefit) . (2) (.3) (3)

Net Periodic Pension

Expense $ 3.0 $ 28 $ 7.0 $ 78
Change in Benefit Obligation

Qualified Nonqualified
Plan Plan

(In Millions) 2002 2001 2002 2001
Beginning Balance $242.9 $216.7 $ 46.0 $ 488
Service Cost 12.5 131 1.9 20
Interest Cost 18.6 |78 2.8 30
Actuarial (Gain) Loss 50.2 245 5.2 (2.5)
Benefits Paid (32.7) (33.0) (5.0 (5.3)
Plan Change - 3.8 - -
Ending Balance $291.5 $242.9 $ 50.9 $ 46.0
Change in Qualified Plan Assets
(In Millions) 2002 2001
Fair Value of Assets at Beginning of Plan Year $298.1 $372.0
Actual Returmn on Assets (18.6) (55.8)

Employer Contribution - 149
Benefits Paid (32.7) (33.0)

$246.8 $298.1

Fair Value of Assets at End of Plan Year

Pension expense for 2000 was $4.5 million and $6.4
million for the qualified and nonqualified plans, respectively.

Total assets in the “Rabbi" Trust related to the non-
qualified pension plan at December 31, 2002 and 200!
amounted to $31.6 million and $31.1 million, respectively.

A defined benefit and a defined contribution plan are
maintained for the London Branch employees. At December 31,
2002, the fair value of assets and the projected benefit obligation
of the defined benefit plan totaled $18.7 million and $21.4 mil-
lion, respectively. At December 31, 2001, the fair value of assets
and the projected benefit obligation were $16.4 million and
$17.3 million, respectively. Pension expense for 2002, 2001 and
2000 was $3.3 million, $3.4 million and $2.2 million, respectively.

Thrift Incentive Plan. The Corporation and its subsidiaries
have a defined contribution Thrift Incentive Plan covering
substantially all employees. One half of the Corporation’s
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matching contribution is contingent upon meeting a predefined
earnings target for the year. In 2002, 2001 and 2000, the corpo-
rate contribution equaled approximately 4% of an employee's
salary. The estimated contribution to this plan is charged to
employee benefits and totaled $16.3 million in 2002, $15.0 mil-
lion in 2001 and $13.5 million in 2000.

Employee Stock Ownership Plan (ESOP). A leveraged
ESOP in which substantially all employees of Northern Trust are
eligible to participate was established in 1989. All of the original
I8 million shares in the ESOP Trust have been allocated and all
ESOP-related debt had been repaid as of December 31, 2001.
in 2002, the corporate contribution to the ESOP was equal to
2% of an employee's salary. Beginning in 2003, the corporate
contribution will be equal to 1% of an employee's salary. This
amount can be increased by up to an additional 3% if corporate
performance exceeds a predetermined earnings target.

The following table presents information related to
the ESOP as well as similar plans.

(In Millions) 2002 2001
Total ESOP Compensation Expense $9.9 $6.1
Dividends and Interest on Unallocated ESOP Shares

Used for Debt Service - 7

Other Postretirement Benefits. Northern Trust maintains
an unfunded postretirement health care plan. Employees retiring
at age 55 or older under the provisions of The Northern Trust
Company Pension Plan who have attained |5 years of service
are eligible for postretirement health care coverage. For retirees
under age 65, these benefits are provided through an indemnity
plan, subject to deductibles, co-payment provisions and other
limitations, through health maintenance organizations or through
a catastrophic health plan. For retirees over age 65, benefits are
previded through various Medigap option plans, a prescription
drug plan or through a health maintenance crganization. Effec-
tive January |, 2003, the cost of this benefit will not be sub-
sidized by Northern Trust for new employee hires or
employees who are under age 40 at December 31, 2002, How-
ever, these individuals, as well as employees who terminate at
55 or older with 5-14 years of service, will have access to
certain retiree medical plan options. This plan change reduced
the postretirement benefit obligation by $1.5 million at
December 31, 2002, The provisions of this plan may be changed
further at the discretion of Northern Trust, which also reserves
the right to terminate these benefits at any time.

The following tables set forth the plan status at
December 31 and the net periodic postretirement benefit cost
of the domestic postretirement health care plan for 2002 and
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2001, The transition obligation at January |, 1993 is being amor-
tized to expense over a twenty-year period.

Plan Status

(In Millions) 2002 2001

Accumulated Postretirement Benefit Obligation
(APBQ) Measured at September 30:

Retirees and Dependents $202 $17.3
Actives Eligible for Benefits 5.9 4.0
Actives Not Yet Eligible 16.5 133
Total APBO 42.6 34.6
Unamortized Transition Obligation (5.8 (6.4)
Unrecognized Net Loss (11.9) (3.7
Prior Service Cost 1.2 (3)
Net Postretirement Benefit Liability $ 26.1 $24.2
Net Periodic Postretirement Benefit Expense
{in Milions) 2002 2001
Service Cost $ 13 $ 10
Interest Cost 26 24
Amortization—Transition Obligation 6 b
Net Periodic Postretirement Benefit Expense $ 45 $ 4.0
Change in Postretirement Benefit Obligation
(In Miltions) 2002 2001
Beginning Balance $ 346 $30.0
Service Cost 1.3 1.0
Interest Cost 2.6 24
Actuarial Loss 8.2 40
Benefits Paid (2.6) (2.8)
Plan Change (1.5) -
Ending Balance $ 426 $34.6

Postretirement health care expense for 2000 was
$3.8 million.

The weighted average discount rate used in determin-
ing the accumulated postretirement benefit obligation was
6.75% at December 31, 2002 and 7.5% at December 31, 2001.
For measurement purposes, an 8.5% annual increase in the cost
of covered health care benefits was assumed for 2003. This rate
is assumed to decrease to 5.5% in 2005 and remain at that level
thereafter. The health care cost trend rate assumption has an
effect on the amounts reported. For example, increasing or de-
creasing the assumed health care trend rate by one percentage
point in each year would have the following effect.

|-Percentage |-Percentage
Point Point
(In Millions) Increase Decrease
Effect on Total Service and Interest Cost
Components $.1 $C¢1
Effect on Postretirement Benefit
Obligation 6 (.6)
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20. Contingent Liabilities—Because of the nature of its ac-
tivities, Northern Trust is subject to pending and threatened
legal actions that arise in the normal course of business.
Management cannot estimate the specific possible loss or range -
of loss that may result from these proceedings since it is not
possible to formulate a meaningful opinion as to the range of
possible outcomes and plaintiffs’ ultimate damage claims. In the
judgment of management, after consultation with legal counsel,
none of the Corporation’s litigation to which the Corporation
or any of its subsidiaries is a party, including the matters de-
scribed below, will have a material effect, either individually or in
the aggregate, on the Corporation’s consolidated financial posi-
tion or results of operations.

One subsidiary of the Corporation has been named
as a defendant in several Enron-related class action suits that
have been consolidated under a single complaint in the Federal
District Court for the Southern District of Texas (Houston),
Individual participants in the employee pension benefit plans
sponsored by Enron Corp. sued various corporate entities and
individuals, including the Bank, in its capacity as the former
frustee of the Enron Corp. Savings Plan and former service-
provider for the Enron Corp. Employee Stock Ownership Plan.
The actions make claims, inter dalig, for breach of fiduciary duty
to the plan participants, and seek equitable relief and monetary
damages in an unspecified amount against the defendants. The
Corporation and the Bank intend to defend these actions vigo-
rously. In addition, the U.S. Department of Labor is conducting
an investigation of the individuals and entities connected with
Enron Corp.'s ERISA plans, including, as to the Corporation, the
Bank and Northern Trust Retirement Consulting, L.L.C. Based
upon the information developed to date and recognizing that
the outcome of complex litigation and related matters is un-
certain, management believes these matters will be resolved
without material impact on the Corporation's consolidated
financial position or results of operations.

2|. Off-Balance Sheet and Derivative Financial
Instruments—Commitments and Letters of Credit.
Northern Trust, in the normal course of business, enters into
various types of commitments and issues letters of credit to
meet the liquidity and credit enhancement needs of its clients.
Credit risk is the principal risk associated with these instruments.
The contractual amounts of these instruments represent the
credit risk should the instrument be fully drawn upon and the
client defaults. To control the credit risk associated with enter-
ing into commitments and issuing letters of credit, Northem
Trust subjects such activities to the same credit quality and mon-
itoring controls as its lending activities.

Commitments and letters of credit consist of the
following:

Legally Binding Commitments to Extend Credit
generally have fixed expiration dates or other termination claus-
es. Since a significant portion of the commitments are expected
to expire without being drawn upon, the total commitment
amount does not necessarily represent future loans or liquidity
requirements.

Bankers Acceptances obligate Northern Trust, in
the event of default by the counterparty, to reimburse the
holder of the acceptance.

Commercial Letters of Credit are instruments is-
sued by Northern Trust on behalf of its clients that authorize a
third party (the beneficiary) to draw drafts up to a stipulated
amount under the specified terms and conditions of the agree-
ment. Commercial letters of credit are issued primarily to facili-
tate international trade.

Standby Letters of Credit obligate Northern Trust
to meet certain financial obligations of its clients, if, under the
contractual terms of the agreement, the clients are unable to do
so. These instruments are primarily issued to support public and
private financial commitments, including commercial paper, bond
financing, initial margin requirements on futures exchanges and
similar transactions. Certain standby letters of credit have been
secured with cash deposits or participated to others. Northern
Trust is obligated to meet the entire financial obligation of these
agreements and in certain cases is able to recover the amounts
paid through recourse against cash deposits or other
participants.

The following table shows the contractual amounts of
commitments and letters of credit.

Commitments and Letters of Credit

December 31

(In Millions) 2002 2001
Legally Binding Commitments to Extend

Credit* $17,183.6 $16,3585
Commercial Letters of Credit 49.5 718
Standby Letters of Credit:

Corporate 6838 594.0

Industrial Revenue {,353.1 1,295.7

Other 491.7 5840
Total Standby Letters of Credit** $ 25286 $ 24737

*These amounts exclude $470.4 million and $331.1 million of commit-
ments participated to others at December 31, 2002 and 2001,
respectively.

**These amounts include $256.3 miflion and $215.5 million of standby fet-
ters of credit secured by cash deposits or participated to others as of De-
cember 31, 2002 and 200!, respectively. The weighted average maturity
of standby letters of credit was 20 months at December 31, 2002 and

18 months at December 31, 2001.
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Derivative Financial Instruments. These instruments in-
clude foreign exchange contracts, foreign currency and interest
rate futures contracts, and various interest risk management in-
struments,

Northern Trust is a party to various derivative finan-
cial instruments that are used in the normal course of business
to meet the risk management needs of its clients; as part of its
trading activity for its own account; and as part of its asset/
liability management activities. The major risk associated with
these instruments is that interest or foreign exchange rates
could change in an unanticipated manner, resuting in higher in-
terest costs or a loss in the underlying value of the instrument.
These risks are mitigatec by establishing limits for risk manage-
ment positions, monitoring the level of actual positions taken
against such established limits, monitoring the level of any inter-
est rate sensitivity gaps created by such positions, and by using
hedging techniques. When establishing pasition limits, market
liquidity and volatility, as well as experience in each market, are
all taken into account.

The estimated credit risk associated with these instru-
ments relates to the failure of the counterparty to pay based on
the contractual terms of the agreement, and is generally limited
to the gross unrealized market value gains on these instruments,
The amount of credit risk will increase or decrease during the
lives of the instruments as interest or foreign exchange rates
fluctuate. This risk is controlled by limiting such activity to an
approved list of counterparties and by subjecting such activity to
the same credit and quality controls as are followed in lending
and investment activities.

Risk management instruments include:

Foreign Exchange Contracts are agreements to
exchange specific amounts of currencies at a future date, at a
specified rate of exchange. Foreign exchange contracts are en-
tered into primarily to meet the foreign exchange risk manage-
ment needs of clients. Foreign exchange contracts are also used
for trading purposes and asset/liability management.

Foreign Currency and Interest Rate Futures
Contracts are agreements for delayed delivery of foreign cur-
rency, securities or morey market instruments in which the
buyer agrees to take delivery at a specified future date of a
specified currency, secu-ity, or instrument, at a specified price
or yield. All of Northern Trust's futures contracts are traded on
organized exchanges that require the daily settlement of
changes in the value of the contracts. Futures contracts are
utilized in trading activities and asset/ liability management to
limit Northern Trust's exposure to unfavorable fluctuations in
foreign exchange rates or interest rates.

NORTHERN TRUST CORPORATION

Interest Rate Protection Contracts are agreements
that enable clients to transfer, modify or reduce their interest
rate risk. As a seller of interest rate protection, Northern Trust
receives a fee at the outset of the agreement and then assumes
the risk of an unfavorable change in interest rates. Northern
Trust also purchases interest rate protection contracts for asset/
liability management.

Interest Rate Swap Contracts involve the exchange
of fixed and floating rate interest payment obligations without
the exchange of the underlying principal amounts.

Forward Sale Contracts represent commitments to
sell a specified amount of securities at an agreed upon date and
price. Northern Trust utilizes forward sale contracts principally
in connection with its sale of mortgage loans.

Exchange-Traded Option Contracts grant the
buyer the right, but not the obligation, to purchase or sell at a
specified price, a stated number of units of an underlying finan-
cial instrument, at a future date.

The following table shows the contractual/notional
amounts of risk management instruments. The notional amounts
of risk management instruments do not represent credit risk,
and are not recorded in the consolidated balance sheet. They
are used merely to express the volume of this activity. Credit
risk is limited to the positive market value of the derivative
financial instrument, which is significantly less than the notional
amount, and is shown as the asset amounts in the Fair Value of
Off-Balance Sheet and Derivative Financial Instruments table on
page 83.

Risk Management Instruments

Contractual/
Notional Amounts
December 31
(In Millions) 2002 2001
Asset/Liability Management:
Foreign Exchange Contracts $ 1709 $ 3879
Interest Rate Protection Contracts
Purchased 3.5 —
Interest Rate Futures Contracts Sold 1.7 .7
Interest Rate Swap Contracts 519.6 4000
Forward Sale Contracts 15.4 14.9
Client-Related and Trading:
Foreign Exchange Contracts 15,547.7 14,8843
Interest Rate Protection Contracts
Purchased 12.7 2.3
Sold 12.7 2.3
Interest Rate Swap Contracts 94.8 1239
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Derivative Financial Instruments Used for Asset/
Liability Management. Northern Trust adopted SFAS No.
133 and its related amendments on January |, 2001. In
reviewing the accounting requirements of these statements,
Northern Trust concluded that certain hedge strategies
previously used to manage fixed interest rate risk would not
qualify for special hedge accounting treatment. Management
implemented alternative strategies for managing interest rate
risk that included the termination and run-off of certain interest
rate swap contracts used to hedge fixed rate loans and
increased utilization of longer-term fixed rate liabilities. The
cumulative effect of adopting these statements increased
earnings by less than $10 thousand and reduced other
comprehensive income by 3.2 million.

Deferred gains and losses on derivative financial instru-
ments used for asset/liability management purposes prior to
adoption of SFAS No. 133 and included in the consolidated bal-
ance sheet at year-end 2002 totaled $10.3 million and $1.4 mil-
lion, respectively. Deferred gains and losses at year-end 2001
totaled $14.7 million and $3.4 million, respectively.

Fair Value Hedge Designations. Northern Trust
may designate certain derivatives as hedges of specific fixed rate
assets or liabilities on its balance sheet. The risk management
policy for such hedges is to reduce or eliminate the exposure to
changes in the value of the hedged assets or liabilities due to a
specified risk. As of December 31, 2002, certain interest rate
swaps were designated and qualified as a hedge against changes
in LIBOR interest rates for specific fixed rate agency and asset-
backed securities. There was no hedge ineffectiveness through
December 31, 2002,

Cash Flow Hedge Designations. Certain derivatives
may be designated as hedges against exposure to variability in
expected future cash flows attributable to particular risks, such
as fluctuations in foreign exchange or interest rates. Northern
Trust currently uses cash flow hedges to reduce or eliminate the
exposure to changes in foreign exchange and LIBOR interest
rates. As of December 31, 2002, certain forward foreign ex-
change contracts were designated and qualified as hedges
against changes in certain forecasted transactions denominated
in foreign currencies. It is estimated that a net gain of $3.6 mil-
lion will be reclassified into earnings within the next {2 months.
The maximum length of time over which these hedges will exist
is I3 months. Hedge ineffectiveness was negligible through De-
cember 31, 2002

As of December 31, 2002, interest rate swaps were
designated and qualified as hedges against variability in interest
cash flows due to changes in LIBOR interest rates for specific
time deposits with banks. It is estimated that $2.4 million of net
gains associated with these hedges will be reclassified into earn-

ings within the next 12 months. The maximum length of time
over which these hedges will exist is approximately {2 months.
There was no hedge ineffectiveness through December 31,
2002,

Net Investment Hedge Designations. Northern
Trust has designated specific forward foreign currency contracts
as hedges against foreign currency exposure for net investments
in foreign affiliates. For the year ended December 31, 2002, a
net loss of $.8 million was recorded within foreign currency
translation adjustments, a component of capital.

Other Derivatives not Designated as Hedges.
Forward foreign exchange contracts were used to reduce ex-
posure to fluctuations in the dollar value of capital investments
in foreign subsidiaries and from foreign currency assets and obli-
gations. Realized and unrealized gains and losses on such con-
tracts are recognized as a component of foreign exchange
trading profits.

Client and Trading-Related Derivative Financial
Instruments. Net revenue associated with client and trading-
related interest rate derivative financial instruments totaled

$.1 million, $.2 million, and $.7 million during 2002, 2001, and
2000, respectively. The majority of these revenues are related
to interest rate swaps and interest rate protection agreements.

Other Off-Balance Sheet Financial Instruments. As part
of securities custody activities and at the direction of trust cli-
ents, Northern Trust lends securities owned by clients to bor-
rowers who are reviewed and approved by the Credit Policy
Credit Approval Committee. In connection with these activities,
Northern Trust has issued certain indemnifications against loss
resulting from the bankruptcy of the borrower of securities. The
borrowing party is required to fully collateralize securities re-
ceived with cash, marketable securities, or irrevocable standby
letters of credit. As securities are loaned, collateral is maintained
at a minimum of | 00 percent of the fair value of the securities
plus accrued interest, with revaluation of the collateral on a daily
basis. The amount of securities loaned as of December 31, 2002
and 2001 subject to indemnification was $49.2 billion and $48.0
billion, respectively. Because of the requirement to fully collater-
alize securities borrowed, management believes that the ex-
posure to credit loss from this activity is remote.

The Bank is a participating member of various cash,
securities and foreign exchange clearing and settlement orga-
nizations such as The Depository Trust Company in New York.
It participates in these organizations on behalf of its clients and
on behalf of itself as a result of its own investment and trading
activities. A wide variety of cash and securities transactions are
settled through these organizations, including those involving
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obligations of states and political subdivisions, asset-backed secu-
rities, commercial paper, dollar placements and securities issued
by the Government National Mortgage Association.

As a result of its participation in cash, securities and
foreign exchange clearing and settlement organizations, the Bank
could be responsible for a pro rata share of certain credit-
related losses arising out of the clearing activities. The method in
which such losses would be shared by the clearing members is
stipulated in each clearing organization's membership agree-
ment. Credit exposure related to these agreements varies from
day to day, primarily as a result of fluctuations in the volume of
transactions cleared through the organizations. The estimated
credit exposure at December 31, 2002 and 2001 was $48 mil-
lion and $23 million, respectively, based on the membership
agreements and clearing volume for those days. Controls related
to these clearing transactions are closely monitored to protect
the assets of Northern Trust and its clients.

22. Fair Yalue of Financial Instruments—SFAS No. 107,
"Disclosures About Fair Value of Financial Instruments,” requires
disclosure of the estimated fair value of certain financial instru-
ments. Considerable judgment is required to interpret market
data when computing estimates of fair value. Accordingly,

the estimates presented are not necessarily indicative of

the amounts Northern Trust could have realized in a

market exchange,

The information provided below should not be in-
terpreted as an estimate of the fair value of Northermn Trust
since the disclosures, in accordance with SFAS No. 107, ex-
clude the values of norfinancial assets and liabilities, as well
as a wide range of franchise, relationship, and intangible values,
which are integral to a full assessment of the consolidated
financial position.

The use of different assumptions and/or estimation
methods may have a material effect on the computation of
estimated fair values. Therefore, comparisons between North-
ern Trust's disclosures and those of other financial institutions
may not be meaningful.

The following methods and assumptions were used in
estimating the fair values of the financial instruments:
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Securities. Fair values of securities were based on
quoted market values, when available. If quoted market values
were not avallable, fair values were based on quoted market
values for comparable instruments.

Loans (not including lease financing receivables).

The fair values of one-to-four family residential mortgages were

based on quoted market prices of similar loans sold, adjusted for

differences in loan characteristics. The fair values of the re-

mainder of the loan portfolio were estimated using a discounted {
cash flow method in which the discount rate used was the rate
at which Northern Trust would have originated the loan had it
been originated as of the financial statement date, giving effect
to current economic conditions on loan collectibility.

Savings Certificates, Other Time, Foreign Offices
Time Deposits and Other Borrowings. The fair values of
these instruments were estimated using a discounted cash flow
method that incorporated market interest rates.

Senior Notes, Long-Term Debt, and Floating Rate
Capital Securities. Fair values were based on guoted market
prices, when available. If quoted market prices were not avail-
able, fair values were based on quoted market prices for com-
parable instruments.

Off-Balance Sheet Financial Instruments. The fair
values of commitments and letters of credit represent the
amount of unamortized fees on these instruments. The fair val-
ues of all other off-balance sheet financial instruments were
estimated using market prices, pricing models, or quoted market
prices of financial instruments with similar characteristics.

Financial Instruments Valued at Carrying Yalue.
Due to their short maturity, the respective carrying values of
certain on-balance sheet financial instruments approximated
their fair values. These financial instruments include cash and
due from banks; money market assets; customers' acceptance
liability; trust security settlement receivables; federal funds pur-
chased; securities sold under agreements to repurchase; com-
mercial paper; certain other borrowings; and liability on
acceptances.

The fair values required to be disclosed for demand,
savings, and money market deposits pursuant to SFAS No. 107
must equal the amounts disclosed in the consolidated balance
sheet, even though such deposits are typically priced at a pre-

mium in banking industry consolidations.
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Fair Yalues of On-Balance Sheet Financial
Instruments. The following table summarizes the fair values of

on-balance sheet financial instruments.

Fair Values of Off-Balance Sheet and Derivative
Financial Instruments. The following table summarizes the fair
values of off-balance sheet and derivative financial instruments.

December 31 December 31
2002 2001 2002 2001
Book Fair Book Fair Book Value/
(In Millions) Value Value Value Value (In Millions) Fair Value
Assets Commitments and Letters of Credit:
Cash and Due from Loan Commitments $ 80 $ 94
Banks $2,672.2 $2,672.2 § 25923 $ 25923 Letters of Credit A 4
Money Market Assets  9,332.3  9,332.3 105460 105460  Asset/Liability Management:
Securities: Foreign Exchange Contracts
Available for Sale 5,681.2 5,681.2 5,648.6 5,648.6 Assets 8.8 2.6
Held to Maturity $05.0 942.9 663.6 673.1 Liabilities 37 2.8
Trading Account 77 7.7 18.9 18.9 Interest Rate Swap Contracts
Loans (excluding Assets 4.8 29
Leases), Liabilities 1.9 7.1
Net of Credit Other Financial Instruments
Loss Reserve: Assets - -
Held to Maturity 16,6124  16,953.8 166088 167511 Liabilities 2
Held for Sale 14.2 14.6 14.2 14.4 Client-Related and Trading:*
Acceptance Liability 22.5 225 9.7 9.7 Foreign Exchange Contracts
Trust Security Assets $588.4 $1589
Settlement Liabilities 588.0 160.9
Receivables 608.5 608.5 5714 5714 Interest Rate Swap Contracts
Liabilities Assets 27 r.8
Deposits: Liabilities 25 1.9
Demand, Savings
and Money *Assets and liabilities associated with foreign exchange contracts averaged
Market 13,7040 13,7040 132186 139186 $3732 million and $321.2 million, respectively, during 2002. Assets and
Savings . liobilities ossociated with other client-related ond trading occount instru-
Certificates, ments averaged $2.0 million and $1.9 million, respectively, during 2002.
Other Time
and Foreign
Federal?iicjss Time 12.338.1 12,3963 H.1007 1.129.6 23. P|Edged and Restricted Assets—Certain of Northemn
Purchased 1,672.5 1,672.5 8155 8155  Trust's subsidiaries, as required or permitted by law, pledge as-
Repurchase sets to secure public and trust deposits, repurchase agreements
Conér%wr::c?zle;?per l‘?i;g Islj;(; ‘T(;;; 17(3);; and for otber purposes. On December 31, 2002, securities and
Other Borrowings 3,741.0 3,946.8 6841.2 69315  loans totaling $9.0 billion ($5.1 billion of U.S. Government and
Senior Notes 450.0 480.7 450.0 4730 agency securities, $686 million of obligations of states and politi-
Long-Term Debt 7658 853.6 7668 8008 41 subdivisions and $3.2 billion of loans and other securities),
Debt-Floating Rate .
Capital Securities 267.8 199.8 2677 2276  were pledged. Collateral required for these purposes totaled
Liability on $6.0 billion. Included in the total pledged assets is the fair value
Acceptances 22.5 22.5 9.7 9.7
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of $1.4 billion of available for sale securities which were pledged
as collateral for agreements to repurchase securities sold trans-
actions. The secured parties to these transactions have the right
1o repledge or sell these securities.

Northern Trust is permitted to repledge or sell collat-
eral accepted from agreements to resell securities purchased
transactions. The total fair value of accepted collateral as of
December 31, 2002 and 2001 was $328.6 million and $1.6 bil-
lion, respectively. The fair value of repledged collateral as of
December 31, 2002 and 2001 was $88.7 million and $1.2 bil-
lion, respectively. Repledged collateral was used in other agree-
ments to repurchase securities sold transactions. Deposits
maintained at the Federal Reserve Bank to meet reserve
requirements averaged $525.4 million in 2002 and $382.2 mil-

4 lion in 2001.

24, Stock-Based Compensation Plans—A description of
Northern Trust's stock-based compensation is presented below.

2002 Stock Plan. Effective April 16, 2002, the Corporation
adopted the Northern Trust Corporation 2002 Stock Plan (the
"Plan’") to replace the Northern Trust Corporation Amended
1992 Incentive Stock Plan (1992 Plan). The Plan is administered
by the Compensation and Benefits Committee (Committee) of
the Board of Directors. All employees of the Corporation and
its subsidiaries and all directors of the Corporation are eligible
1o receive awards under the Plan, The Plan provides for the
grant of incentive stock options, nonqualified stock options,
stock appreciation rights, stock awards, performance shares and
stock units. The total number of shares of the Corporation’s
common stock authorized for issuance under the Plan is
22,000,000. As of December 31, 2002, shares available for
future grant under the plan totaled 18,798,431,

1992 Plan. The 1992 Plan was adopted in 1992 and has been
amended on several occasions. The 1992 Plan is administered
by the Committee. Directors and key officers of the Corpe-
ration or its subsidiaries were eligible to receive awards under
the 1992 Plan. Awards under the 1992 Plan included incentive
stock options, nonqualified stock options, stock appreciation
rights, stock awards, performance shares, and stock units or
equivalents. The 1992 Plan expired by its terms on April 30,
2002 and no awards may be granted under the 1992 Plan after
that date.

NORTHERN TRUST CORPORATION

The following description applies to awards under the
Plan and the 1992 Plan, as applicable.

Stock Options. Stock options consist of options to
purchase common stock at purchase prices not less than 100%
of the fair market value thereof on the date the option is grant-
ed. Options have a maximum ten-year life and generally vest
and become exercisable in six months to three years after the
date of grant. In addition, all options may become exercisable
upon a “change of control” as defined in the Plan or the 1992
Plan. All options terminate at such time as determined by the
Committee and as provided in the terms and conditions of the
respective option grants.

Stock and Stock Unit Awards. Stock or stock unit
awards can be granted by the Committee to participants which
entitle them to receive a payment in cash or Northern Trust
Corporation common stock under the terms of the Plan or the
1992 Plan and such other terms and conditions as the Commit-
tee deems appropriate.

Total expense applicable to stock and stock unit
awards including dividend equivalents was $13.4 million in 2002,
$12.7 million in 2001, and $8.3 million in 2000. In 2002, 2001
and 2000, 256,264 stock units, 292,500 stock units and 374,500
stock units, respectively, were granted with a weighted average
grant-date fair value of $50.92, $67.32 and $69.02, respectively.
As of December 31, 2002, restricted stock awards and stock
units outstanding totaled 473,551 shares, of which 277,055
shares are fully vested with distribution deferred. These shares
generally vest, subject to continuing employment, over a period
of one to nine years.

Performance Shares. Under the performance share
provisions, participants are entitled to have each award credited
to an account maintained for them if established performance
goals are achieved. Distribution of the award is then made after
vesting. The value of shares that have not been distributed is
credited to performance share accounts and is shown in stock-
holders' equity as Common Stock Issuable-Stock Incentive Plans.

Total compensation expense for performance shares
was $10.6 million in 2002, $19.1 million in 2001 and $32.3 mil-
tion in 2000. As of December 31, 2002, 801,000 shares of stock
had been credited to performance share accounts subject to
meeting vesting conditions. The last grant of performance shares
was in 1998.
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A summary of the status of stock options under the Plan and the 1992 Plan at December 31, 2002, 2001 and 2000 and

changes during the years then ended is presented in the table below.

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Options Outstanding, January | 17,987,455 $41.27 16,701,201 $35.06 15992322 $24.96
Granted ($40.08 1o $59.44 per share in 2002) 4,493,524 52.60  2,756250 67.83 3,113,450 70.53
Exercised ($40.08 to $83.47 per share in 2002) (1,441,501) 16.01  {1363,160) 1746 (2.364071) 13.15
Cancelled (479,533) 56.37 (106,836) 62.69 (40,500) 4993
Options QOutstanding December 31 ($9.42 to $83.47 per share) 20,559,945 $45.15 17,987,455 $4127 16,701,201 $35.06
Options Exercisable, December 31 14,523,937 $39.11 12,104,945 $2998 10,201,385 $2091

The following is a summary of outstanding and exercisable options under the Plan and the 1992 Plan at December 31,

2002,

Options Outstanding

Weighted Weighted

Average Average

Number Remaining Exercise

Qutstanding Exercisable  Contractual Life Price

$9.42 to $20.00 per share 3,580,996 3,580,996 2.7 years $13.15
$20.01 to $35.00 per share 3,821,411 3821411 5.0 years 31.74
$35.01 1o $50.00 per share 3,288,450 3,248,119 59 years 4494
$50.01 to $65.00 per share 4,393,637 1,050,845 9.2 years 53.85
$65.01 to $83.47 per share 5475451 2822566 7.6 years 69.82

Director Stock Awards. In January 2000, each non-
employee director received a grant of 2,400 stock units under
the 1992 Plan, with 800 stock units vesting on election or re-
election as a director of the Corporation in each of the years
2000, 2001 and 2002. In fanuary 2003, each non-employee
director received a grant of 2,400 stock units under the Plan,
with 800 units vesting on election or re-election as a director of
the Corporation in each of the years 2003, 2004 and 2005, Di-
rectors may elect to defer the payment of their annual stock
unit grant and cash-based compensation until termination of
services as director. Amounts deferred are converted into stock
units representing shares of common stock of the Corporation.
Distributions of deferred stock units will be made in stock. Dis-
tributions of the stock unit account that relate to cash-based
compensation will be made in cash based on the fair value of
the stock units.

Other Stock-Based Compensation Arrangements. Total
compensation expense related to restricted shares granted in
conjunction with an acquisition was $2.0 million in 2002, $2.2
million in 2001 and $2.4 million in 2000. As of December 3!,
2002, restricted stock outstanding totaled 408,848 shares.

25. Cash-Based Compensation Plans—Various incentive
plans provide for cash incentives and bonuses to selected em-
ployees based upon accomplishment of corporate net income
objectives, business unit goals and individual performance. The
plans provide for acceleration of benefits in certain circum-
stances including a change in control. The estimated con-
tributions to these plans are charged to salary expense and
totaled $84.8 million in 2002, $99.7 million in 2001 and $139.4
million in 2000,

26. Business Segments and Related Information—
Information regarding the Corporation’s major business seg-
ments is contained in the Results of Operations tables included
in the section titled Business Segments beginning on page 40
and is incorperated by reference.

The operations of Northern Trust are managed on a
business unit basis and include components of both domestic
and foreign source income and assets. Foreign source income
and assets are not separately identified in its internal manage-
ment reporting system. However, in order to comply with the
financial reporting requirements of the Securities and Exchange
Commission, Northern Trust is required to disclose foreign
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activities based on the domicile of the customer. Due to the
complex and integrated nature of its foreign and domestic activ-
ities, it is impossible to segregate with precision revenues, ex-
penses and assets between its U.S. and foreign-domiciled
customers. Therefore, certain subjective estimates and assump-
tions have been made to allocate revenues, expenses and assets
between domestic and international operations as described
below.

Northern Trust's international activities are centered
in the global custody, treasury activities, foreign exchange,
investment management and commercial banking businesses of
the Bank, three overseas branches, one Edge Act subsidiary, for-
eign subsidiaries located in Canada, United Kingdom, Ireland and
Hong Kong, NTGA, and Northern Trust Bank of Florida. Net
income from international operations includes the direct net
income contributions of foreign branches, foreign subsidiaries
and the Edge Act subsidiary. The Bank and Northern Trust Bank
of Florida international profit contributions reflect direct salary
and other expenses of the business units, plus expense alloca-
tions for interest, occupancy, overhead and the provision for
credit losses. For purposes of this disclosure, all foreign ex-
change profits have been allocated to international operations.
Interest expense is allocated to international operations based
on specifically matched or pooled funding. Allocations of indirect
noninterest expenses related to international activities are not
significant but, when made, are based on various methods such
as time, space and number of employees.

The table below summarizes interational perform-
ance based on the dornicile of the primary cbligor without re-
gard to guarantors or the location of collateral.

Distribution of Total Assets and Operating Performance

Income

Total Operating  Before Net
(in Miliions} Assets Income*  Taxes Income
2002
International $ 97747 % 3125 $1485 $ 926
Domestic 29,7035 i,826.1 520.5 354.5
Total $39,478.2  $2,138.6 $669.0 3447.1
2001
International $ 82532 § 3445 %1885 $117¢6
Domestic 314186 1,8633 543.4 3699
Total $396718  $22078 $7319 $4875
2000
International § 72939 $ 3349 $1745 $1089
Domestic 287387 1,800.9 555.6 3762
Total $360326 $2,1358 $730.] 3485

*Operating Income is comprised of net interest income and noninterest
income.
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27. Acquisitions—In May 2000, Northern Trust completed
the purchase acquisition of Carl Domino Associates, L.P,, a regis-
tered investment advisor in West Palm Beach, Florida, for $21
million. Subsequent to acquisition, the company became an
operating division of Northern Trust Investments, Inc., known as
Northern Trust Value Investors. The transaction was recorded
under the purchase method of accounting. [ncluded in the ac-
quisition cost was $15 million of goodwill and $4 milfion of
other intangibles.

In May 2000, Northern Trust completed the purchase
acquisition of Ulster Bank Investment Services Limited (UBIS),
the IFSC (International Financial Service Centre) licensed cus-
tody and fund administration subsidiary of Ulster Bank Group
for $14.3 million. Subsequent to the acquisition, the company
was renamed Northern Trust (Ireland) Limited. The transaction
was recorded under the purchase method of accounting. In-
cluded in the acquisition cost was $4.3 million of goodwill and
$4.5 million of other intangibles.

In January 2003, Northern Trust closed its acquisition
of Deutsche Bank AG's global passive equity, enhanced equity
and passive fixed income businesses. Under the terms of the
agreement, Northern Trust paid approximatety $100 miflion
primarily based on assets under management of $44.1 billion.
This payment takes into consideration certain assets that are
expected to transition during the next several months. Addi-
tional payments will also be made, as other assets are transi-
tioned later this year.

On Navember 22, 2002, Northern Trust signed a
definitive agreement to acquire Legacy South, an Atlanta-based
private wealth management firm that services high net worth
individuals, families and private foundations. Legacy South, estab-
lished in 1996, has approximately $300 million of assets under
management as of year end. The purchase price is based on the
total value of revenues represented by managed assets trans-
ferred. The agreement is subject to regulatory approvals and
other customary closing conditions, and is expected to close in
the first quarter of 2003,

28. Regulatory Capital Requirements—Northern Trust
and its subsidiary banks, are subject to various regulatory capital
requirements administered by the federal bank regulatory
authorities. Under these requirements, banks must maintain
specific ratios of total and tier | capital to risk-weighted assets
and of tier | capital to average assets in order to be classified as
“well capitalized.” The regulatory capital requirements impose
certain restrictions upon banks that meet minimum capital
requirements but are not "“well capitalized” and obligate the
federal bank regulatory authorities to take "prompt corrective
action” with respect to banks that do not maintain such
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minimum ratios. Such prompt corrective action could have a
direct material effect on a bank’s financial statements,

As of December 31, 2002, each of Northern's sub-
sidiary banks had capital ratios above the level required for
classification as a "well capitalized” institution and had not re-
ceived any regulatory notification of a lower classification. There

are no conditions or events since that date that management
believes have adversely affected the capital categorization of any
subsidiary bank for these purposes. The table below summarizes
the risk-based capital amounts and ratios for Northern Trust
and for each of its subsidiary banks whose net income for 2002
exceeded 10% of the consolidated total.

Minimum to Qualify as

Actual Well Capitalized
(3 In Millions) Amount Ratio Amount Ratio
As of December 31, 2002:
Total Capital to Risk-Weighted Assets
Consolidated $3,837 14.1% $2,715 10.0%
The Northern Trust Company 2,754 12.7 2,167 10.0
Northern Trust Bank of Florida N.A. 368 1.0 335 10.0
Tier | Capital to Risk-Weighted Assets
Consolidated 3,023 . 1,629 6.0
The Northern Trust Company 2,098 9.7 1,300 6.0
Northern Trust Bank of Florida N.A. 349 10.4 201 6.0
Tier I Capital (to Fourth Quarter Average Assets)
Consolidated 3,023 7.8 1,948 5.0
The Northern Trust Company 2,098 6.6 1,594 5.0
Northern Trust Bank of Florida N.A. 349 7.7 225 5.0
As of December 31, 2001:
Total Capital to Risk-Weighted Assets
Consolidated $3677 14.3% $2,580 10.0%
The Northern Trust Company 2,662 12.8 2079 10.0
Northern Trust Bank of Florida NLA. 340 1.0 309 10.0
Tier I Capital to Risk-Weighted Assets
Consolidated 2,806 109 1,548 6.0
The Northern Trust Company 1,943 9.3 1,248 6.0
Northern Trust Bank of Florida N.A. 322 104 185 6.0
Tier | Capital (to Fourth Quarter Average Assets)
Consolidated 2,806 79 1,769 50
The Northern Trust Company 1,943 6.7 1,440 50
Northern Trust Bank of Florida N.A. 322 7.7 210 50

Domestic bank regulatory authorities and interna-
tional bank supervisory organizations, principally the Basel
Committee on Banking Supervision (Committee), have pro-
posed for comment and are considering changes to the risk-
based capital adequacy framework that could affect the capital
guidelines applicable to bank holding companies and banks. In
December 2001, the Committee indicated its desire to issue a
new consultative package on the new Basel Capital Accord

{BCA). In July 2002, the Committee announced its intention to
finalize the new BCA in the fourth quarter of 2003, with im-
plementation of the BCA capital adequacy framework by
year-end 2006. The Corporation is monitoring the status

and progress of the proposed rule and evaluating the potential
impact the BCA, if adopted, would have on the financial
condition or results of the operations of the Corporation and
its banking subsidiaries.
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29. Northern Trust Corporation (Corporation only)—
Condensed financial information is presented below. Invest-
ments in wholly-owned subsidiaries are carried on the equity

methed of accounting.

Condensed Balance Sheet

December 31

(In Millions) 2002 2001
Assets
Cash on Deposit with Subsidiary Bank $ N $ A
Time Deposits with Banks 225.9 1939
Securities 87.4 90.1
Investments in Wholly-Owned Subsidiaries

—Bank 2,788.5 2,572.1

—Nenbank 154.9 1343
Loans—Nonbank Subsidiaries 6.3 12.8

—Other .9 I.1

Buildings and Equipment 34 6.8
Other Assets 249.2 279.1
Total Assets $3,516.6  $32903
Liabilities
Commercial Paper $ 143.6 $ 1377
Long-Term Debt 276.1 2760
Other Liabllities 97.1 103.1
Total Liabilities 516.8 5168
Stockholders’ Equity 2,999.8 2,7735
Total Liabilities and Stockholders' Equity $3,516.6  $3.2903

NORTHERN TRUST CORPORATION

Condensed Statement of Income

For the Year Ended

December 31,
(In Millions) 2002 2001 2000
Operating Income
Dividends—Bank Subsidiaries $234.5 $310.0 $259.7
—Nonbank Subsidiaries 8.7 7.9 10.7
Intercompany Interest and Other
Charges 33 58 8.3
Interest and Other Income (13.7) 56 10.5
Total Operating Income 2328 329.3 2892
Operating Expenses
Interest Expense 9.5 20.3 311
Other Operating Expenses 7.1 10.6 16.4
Total Operating Expenses 16.6 305 475
Income before Income Taxes and
Equity in Undistributed Net
income of Subsidiaries 216.2 298.4 2417
Benefit for Income Taxes 8.4 13.1 169
Income before Equity in
Undistributed Net Income of
Subsidiaries 234.6 3115 258.6
Equity in Undistributed Net Income
of Subsidiaries—Bank 206.6 170.7 2110
—Nenbank 5.9 53 [5.5
Net Income $447.1 $487.5 $485.1
Net Income Applicable to Common
Stock $444.9 $483.4 $479.4
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Condensed Statement of Cash Flows

For the Year Ended December 31

(In Miltions) 2002 2001 2000

Operating Activities:

Net Income $ 447.1 $ 4875 $ 485.1

Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:
Equity in Undistributed Net Income of Subsidiaries (212.5) (176.0) (226.5)
(Increase) Decrease in Accrued Income ()] 3 A
Decrease in Prepaid Expenses .6 8 8
Other, net 335 46.4 235
Net Cash Provided by Operating Activities 268.6 3590 2830

Investing Activities:
Net (Increase) Decrease in Time Deposits with Banks (32.0) (68.3) 14.0
Purchases of Securities (5.9) (50.3) (92.6)
Sales of Securities 8.0 497 88.6
Proceeds from Maturity and Redemption of Securities - 59.0 6.5
Net Increase in Capital Investments in Subsidiaries (14.6) (15.6) (25.9)
Net (Increase) Decrease in Loans to Subsidiaries 6.5 3.1 (14)
Net Decrease in Other Loans 2 1.0 l.4
Other, net 5 {19.1) (1.3)
Net Cash Used in Investing Activities (37.3) {86.7) (10.7)

Financing Activities:
Net increase (Decrease) in Commercial Paper 59 (4.7) (2.7)
Repayment of Long-Term Debt - (25.0) -
Treasury Stock Purchased (139.4) (152.8) (191.5)
Cash Dividends Paid on Common Stock (150.5) (137.9) (119.9)
Cash Dividends Paid on Preferred Stock (2.3) (4.4) (5.9)
Net Proceeds from Stock Options 19.8 197 28.4
Other, net 352 32.8 193
Net Cash Used in Financing Activities (231.3) (272.3) (272.3)

Net Change in Cash on Deposit with Subsidiary Bank

Cash on Deposit with Subsidiary Bank at Beginning of Year

Cash on Deposit with Subsidiary Bank at End of Year
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Report of Independent Public Accountants

To the Stockholders and Board of Directors of Northern Trust Corporation:

We have audited the accompanying consolidated balance sheet of Northern Trust Corporation (2 Delaware corporation) and sub-
sidiaries as of December 31, 2002 and 2001, and the refated consolidated statements of income, comprehensive income, changes in
stockholders’ equity and cash flows for each of the years in the three year period ended December 31, 2002, These financial state-
ments are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on these financial state-
ments based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion,

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
Northern Trust Corporation and subsidiaries as of December 31, 2002 and 2001, and the results of their operations and their cash
flows for each of the years in the three year period ended December 31, 2002 in conformity with accounting principles generally
accepted in the United States.

KPMG LLP

Chicago, lllinois,
lanuary 22, 2003
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Quarterly Financial Data (unaudited)

Statement of Income 2002 2001
Fourth Third Second First Fourth Third Second First
(% In Millions Except Per Share Information) Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Trust Fees $ 293.0 298.0 319.1 320 | $ 3103 310 325.1 3116
Other Noninterest Income 65.9 72.5 89.1 76.2 83.4 86.8 97.6 85.6
Net Interest Income
Interest Income 304.1 308.1 3t 315.0 3423 396.1 449.7 4934
Interest Expense 152.7 158.2 159.8 165.8 190.5 2471 303.3 345.3
Net Interest Income I51.4 149.9 I151.3 149.2 1518 149.0 1464 [48.1
Provision for Credit Losses 7.5 20.0 5.0 5.0 45.0 50 i.5 50
Noninterest Expenses 360.9 3572 363.7 350.3 348.2 3517 3602 349.3
Provision for Income Taxes 45.6 46.8 64.0 65.5 509 63.6 66. | 63.8
Net Income $ 963 96.4 126.8 1276 | $ 1024 126.6 131.3 1272
Net Income Applicable to Common Stock $ 958 95.8 126.2 127.1 $ 017 125.7 130.2 1258
Per Common Share
Net Income-RBasic $ 43 44 57 58 $ 46 57 59 57
—Diluted 43 43 .56 .56 45 .55 .57 55
Average Balance Sheet
Assets
Cash and Due from Banks $ 1,585.1 1,602.1 1,774.3 11,5762 | $ 16333 1,586.2 1,474.2 [,448.6
Money Market Assets 9,261.8 8,272.6 8,728.2 8,962.4 78259 5,726.3 4511.2 4,530.1
Securities 8,281.8 6,558.6 6,636.3 7,328.8 6,229.9 7,736.6 10,3387 98784
Loans and Leases 17,587.5 17,589.3 17,6072 17,673.8 178375 17.887.6 17.961.4 177139
Reserve for Credit Losses Assigned to Loans (160.6) (156.8) (153.3) (153.9) (152.6) (151.7) (154.5) (155.5)
Other Assets 2,564.9 2,625.6 2,493.1  2,298.0 2,119.8 2,282.2 2,180.7 22494
Total Assets $39,1205 36,4914 37,0858 37,6853 | $354938 350672 363117 356649
Liabilities and Stockholders’ Equity
Deposits
Demangd and Other Noninterest-Bearing $ 45209 4,236.9 42263 43908 | $ 42865 39123 40529 4,104.0
Savings and Other Interest-Bearing 8,156.2 8,139.0 79524 18,1934 8,092.3 7,840.0 79250 79719
Other Time 3422 361.4 385.7 381.6 569.7 1,066.3 1.519.3 1,293.0
Foreign Offices 11,567.1 10,254.0 10,3157 9,959.8 93325 9984.7 9,201.9 9,289.0
Total Deposits 24,5864 22,9913  22,880.1 22,925.6 222810 22,8033  22,699.1 22,657.9
Purchased Funds 8,642.3 7,578.3 8,636.2 9,349.| 78160 6,850.2 83359 7.8284
Senior Notes 450.0 450.0 450.0 450.0 450.0 4924 500.0 500.0
Long-Term Debt 765.9 766.1 766.3 766.6 766.9 767.0 779.3 684.5
Debt-Floating Rate Capital Securities 267.8 267.8 267.8 267.7 267.7 2677 267.7 2677
Other Liabilities 1,461.8 1,539.6 1,238.1  1,153.0 1,180.8 1,225.9 1,134.8 1,235.6
Stockholders' Equity 2,946.3 2,898.3 28473 27733 2731.4 2.660.7 2,5945 24908
Total Liabilities and Stockholders' Equity $39,1205 36,4914 37,0858 376853 | $354938 350672 363117 356649
Analysis of Net Interest Income
Earning Assets $35,131.1 32,4205 32971.7 33,965.0 | $31.8933 313505 328113 32,1224
Interest-Related Funds 29,306.8 27,0839 27,8199 28,579.0 26,6638 262263 27634l 27.187.6
Noninterest-Related Funds 5,824.3 5,336.6 5,151.8  5,386.0 52295 51242 5177.2 49348
Net Interest Income (Taxable equivalent) 164.3 162.1 1632 160.9 1636 161.6 160.7 162.0
Net Interest Margin (Taxable equivalent) 1.85% 1.98 1.99 1.92 2.04% 205 1.96 2.05
Common Stock Dividend and Market Price
Dividends $ A7 A7 A7 A7 1% A7 155 155 155
Market Price Range-High 40.99 45.90 60.05 62.67 61.44 65.35 70.05 8225
~Low 3041 31.58 42.33 51.70 4770 41.40 57.13 51.94

Note: The common stock of Northern Trust Corporation is traded on the Nasdaq Stock Market under the symbol NTRS.
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Average Statement of Condition with Analysis of Net Interest Income

(Interest and Rate on a Taxable Equivalent Basis) 2002 2001
Average Average

($ In Mitlions) Interest Balance Rate Interest Balance Rate
Average Earning Assets
Money Market Assets

Federal Funds Sold and Resell Agreements $ 120 § 6895 1.74% ¢ 295 § 8009 3.68%

Time Deposits with Banks 203.9 8,082.5 2.52 194.3 48320 402

Other Interest-Bearing 7 336 2.03 [ 247 4.67
Total Money Market Assets 216.6 8,805.6 2.46 2249 56576 398
Securities

U.S. Government 4.2 154.4 271 10.3 186.1 552

Obligations of States and Political Subdivisions 49.8 640.0 7.78 39.8 495.1 8.04

Federal Agency 114.2 5,905.4 1.93 3392 74342 4.56

Other 255 493.1 5.17 275 404.7 6.80

Trading Account 4 9.3 4.66 7 3.6 545
Total Securities 194.1 7,202.2 2.70 417.5 85337 4.89
Loans and Leases 8763 17,6142 4.97 1,091.7 17,850.5 6.12
Total Earning Assets $1,287.0 33,622.0 3.83%  §17341 32,0418 541%
Reserve for Credit Losses Assigned to Loans - (156.5) - - (1533) -
Cash and Due from Banks - 1,634.3 - - 1,536.2 -
Other Assets - 2,496.9 - - 22080 -
Total Assets - $37,596.7 - - $35,632.7 -
Average Source of Funds
Deposits

Savings and Money Market $ 701 36196 1.13% % 1634 % 57536 2.84%

Savings Certificates 65.5 1,913.6 342 142 2,2037 5.18

Other Time 9.4 367.6 2.55 55.0 1,110.0 496

Foreign Offices Time 171.9 9,687.7 1.77 3133 8,649.2 362
Total Deposits 3169 18,165.5 1.74 645.9 17.716.5 3.65
Federal Funds Purchased 68.4 4,175.5 t.64 [09.8 2,839.0 3.87
Securities Sold under Agreements to Repurchase 20.4 1,282.9 1.59 58.0 1,474.) 393
Commercial Paper 25 140.1 1.79 5.6 1375 4.05
Other Borrowings 138.2 2,948.4 4.69 168.6 3,254.6 518
Senior Notes 31 450.0 6.92 334 485.5 6£.88
Long-Term Debt 52.2 766.2 6.82 5t4 7497 686
Debt-Floating Rate Capital Securities 6.8 267.8 2.53 135 2677 5.03
Total Interest-Related Funds 636.5 28,196.4 226 1,086.2 269246 403
Interest Rate Spread - - 1.57 - - 1.38
Noninterest-Bearing Deposits - 5,183.9 - - 4,893.4 -
Other Liabilities - 1,349.6 - - 1,194.5 -
Stockholders' Equity - 2,866.8 - - 2,6202 -
Total Liabilities and Stockholders’ Equity - $37,596.7 - - $35,632.7 -
Net Interest Income/Margin $ 6505 - 1.93% $ 6479 - 2.02%
Net Interest Income/Margin Components
Domestic $ 571.5  $250165 228% 3 6023  $26,3638 229%
International 79.0 8,605.5 92 45.6 5.678.0 .80
Consolidated $ 6505  $33,622.0 1.93% 3§ 6479  $320418 2.02%

Notes—Average balance includes nonaccrual loans.

~Total interest income includes adjustments on loans and securities to a taxable equivalent basis. Such adjustments are based on the U.S.
federal income tax rate (35%) and State of lMlinois income tax rate (7.18%). Lease financing receivable balances are reduced by deferred
income. Total taxable equivalent interest adjustments amounted to $48.7 miflion in 2002, $52.6 million in 2001, $53.3 million in 2000,
$38.6 million in 1999 and $35.9 million in 1998.
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2000 1999 1998
Average Average Average

Interest Balance Rate Interest Balance Rate interest Balance Rate
$ 404 $ 6425 629% $ 558 $ 1,0957 509% % 530 $ 9675 5.48%
206.0 38228 5.39 164.3 35620 4.61 155.0 2,827.1 548
34 478 695 42 79.6 5.36 2.7 441 6,14
249.8 4513.1 553 2243 47373 4.74 2107 38387 5.49
14.6 237.7 6.13 155 285.3 543 224 3742 599

387 4759 8.14 40.5 497.4 8.15 382 4340 8.8l
567.6 8,551.9 6.64 363.6 6,838.5 532 362 6,385.0 5.67
314 4094 7.68 21.7 3227 6,72 183 265.8 6.87

9 12,1 7.35 8 12.5 6.58 8 1.8 6.53

653.2 9,687.0 6.74 4421 79564 556 4418 7,470.8 591
11614 16,548.6 7.02 39408 145478 6.47 886.5 13,315.0 6.66
$2,064.4 30,748.7 6.71% $1.607.2 27,2415 590%  $1,539.0 24,624.5 6.25%
- (143.4) - - (132.8) - - (131.4) -

- 1,421.3 - - 1,368.0 - - 1,205.7 -

- 20305 - - 1,7159 - - 1,507.6 -

- $34.057.1 - - $30,192.6 - - $27,206.4 -
$ 2068 $ 52039 397% % 1556 $ 48453 321% % 1413 $ 42633 331%
[33.0 22633 5.88 1173 2,191.0 5.35 122.1 2.1445 5.69
59.1 964.6 6.13 327 650.5 5.03 306 5718 5.35
4314 8.064.5 535 2863 6,592.1 4.34 286.4 5,781.7 495
830.3 16,4963 5.03 5919 14,2789 4.15 580.4 12,7613 4.55
167.8 2,644.7 6.34 t61.0 3,226.1 499 139.8 2,620.6 5.34
918 1,476.4 622 958 1,954.5 490 80.2 1,506.0 533

8.8 138.3 6.40 7.3 1410 5.15 8.0 1459 551
2452 3,890.0 6.30 109.2 21773 5.02 132.3 2,5404 5.21
344 503.0 6.82 30.6 579.5 5.28 365 653.3 5.58
448 6399 7.01 379 545.3 6.96 31.8 445.8 7.4
19.4 267.6 7.25 16.1 2675 602 169 267.4 6.32
1,442.5 26,056.2 5.54 1,049.8 23,1701 453 10259 20,940.7 490
- - 117 - - 1.37 - - 1.35

- 4,550.6 - - 4,086.0 - - 37318 -

- I,.160.6 - - 880.8 - - 7093 -

- 2,289.7 - - 2,055.7 - - 1,824.6 -

- $34,057.1 - ~ $30,192.6 - - $27.206.4 -
$ 6219 - 202% % 5574 - 205% % 5134 - 2.08%
$ 606.0 $26,143.9 232% % 5457 $23,131.3 236% % 5027 $21,118.7 2.38%
159 4,604.8 35 7 41102 30 10.4 35058 30
$ 6219 $30.748.7 202% % 5574 $27.241.5 205% % 513 $24,624.5 2.08%
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Senior Officers

Northern Trust Corporation and
The Northern Trust Company

Management Committee

William A. Osborn
Chairman of the Board, Chief Executive Officer
and President

Timothy P. Moen
Executive Vice President/Human Resources

William L. Morrison
President/Personal Financial Services—National

Perry R. Pero
Vice Chairman and Chief Financial Officer

Peter L. Rossiter
President/Corporate and Institutional Services

Mark Stevens
President/Personal Financial Services

Timothy J. Theriault
President/Worldwide Operations and Technology

Stephen B. Timbers
President/Northern Trust Global Investments

Kelly R. Welsh
Executive Vice President and General Counsel

Alison A. Winter
President/Personal Financial Services—Midwest

Heads of the Corporation’s Subsidiary Banks and State Offices

David A. Highmark
Northern Trust Bank, N.A~—Arizona

Sherry S. Barrat
Northern Trust of California Corporation

Tony Bolazina
Northern Trust Bank, N.A.—Colorado

William L. Morrison
Northern Trust of Florida Corporation

Alison A. Winter
Northern Trust—PFS Midwest

Buell C. Cole
Northern Trust Bank, FSB—Michigan

John D. Fumagalli
Northern Trust Bank, FSB—Missouri

Patrick ]. Everett
Northern Trust Bank, FSB—Nevada

Robert E. Ross
Northern Trust Bank, FSB—Ohio

NORTHERN TRUST CORPORATION

Martin ]. Weiland
Northern Trust of Texas Corporation

Dennis B. Mitchell
Northern Trust Bank, FSB—Washington

James M. Rauh
Northern Trust Bank, FSB—Wisconsin

Northern Trust Corporation
Other Senior Officers

Orie L. Dudley, Jr.
Executive Vice President and Chief Investment Officer

Steven L. Fradkin
Executive Vice President, Finance

John P. Grube
Executive Vice President, Credit Policy

Harry W. Short
Executive Vice President and Controller

Patricia K. Bartler
Senior Vice President and Chief Compliance Officer

William R. Dodds, Jr.
Senior Vice President and Treasurer

Rose A. Ellis
Corporate Secretary and Assistant General Counsel

Beverly |. Fleming
Senior Vice President and Director, Investor Relations

Dan E. Phelps
Senior Vice President and General Auditor

Catherine J. Treiber
Vice President and Assistant Corporate Treasurer

The Northern Trust Company
Other Executive Vice Presidents

Gregg D. Behrens
John V.N. McClure
Patrick |. McDougal
Jana R. Schreuder
Lee S. Selander

Jean E. Sheridan
Terence . Toth
Frederick H. Waddell



Board of Directors

William A. Osborn

Chairman of the Board, Chief Executive Officer
and President

Northern Trust Corporation and

The Northern Trust Company (4)

Duane L. Burnham

Retired Chairman and Chief Executive Officer
Abbott Laboratories

Global diversified health care products and
services company (1, 2, 3)

Dolores E. Cross

Former President

Morris Brown College
Educational institution (3,5, 6)

Susan Crown

Vice President

Henry Crown and Company

Company with diversified manufacturing operations,
real estate and securities (1, 2)

Robert S. Hamada

Edward Eagle Brown Distinguished Service
Professor of Finance and Former Dean

Graduate School of Business, University of Chicago
Educational institution (1, 6)

Robert A. Helman

Partner

Mayer, Brown, Rowe & Maw
Law firm (3,5,6)

Arthur L. Kelly

Managing Partner

KEL Enterprises L.P.

Holding and investment partnership (1, 2, 4, 6)

Frederick A. Krehbiel

Co-Chairman

Molex Incorporated

Manufacturer of electrical/electranic interconnecting
products and systems (3, 5, 8)

Robert C. McCormack

Co-Chairman and Managing Director
Trident Capital, Inc.

Venture capital firm (s, 6)

Edward J. Mooney

Retired Délégué Général—North America

Suez Lyonnaise des Eaux

Worldwide provider of energy, water, waste

and communications services;

Retired Chairman and Chief Executive Officer

Nalco Chemical Company

Manufacturer of specialized service chemicals (1, 2, 4)

John W. Rowe

Chairman, President and Chief Executive Officer
Exelon Corporation

Producer and wholesale marketer of energy (1,5)

Harold B. Smith

Chairman of the Executive Committee

INlinois Tool Works Inc.

Manufacturer and marketer of engineered components and
industrial systems and consumables (2, 3, 4, 5)

William D. Smithburg

Retired Chairman, President and Chief Executive Officer
The Quaker Oats Company

Worldwide manufacturer and marketer of

beverages and grain-based products (2, 3, 4)

Board Commitiees

Audit Committee

Compensation and Benefits Committee
Corporate Governance Committee
Executive Committee

Business Risk Committee

Business Strategy Committee

A
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Corporate Structure

Northern Trust Corporation
5o South La Salle Street, Chicago, Illinois 60675
(312) 630-6000

Principal Subsidiary

The Northern Trust Company

50 South La Salle Street, Chicago, Illinois 60675
120 East Oak Street, Chicago, Illinois 60611
201 East Huron Street, Chicago, Illinois 60611
125 South Wacker Drive, Chicago, Illinois 60675
2814 West Fullerton Avenue, Chicago, Illinois 60647
7801 South State Street, Chicago, Illinois 60619
8501 West Higgins Rozd, Chicago, lllinois 60631
770 W. Northwest Highway, Barrington, [llinois 60010
2550 Waukegan Road, Glenview, Illinois 60025
579 Central Avenue, Highland Park, Ilinois 60035
4 North Washington Street, Hinsdale, Illinois 60521
120 East Scranton Avenue, Lake Bluff, Illinois 60044
265 East Deerpath Road, Lake Forest, Illinois 60045
959 South Waukegan Road, Lake Forest, Illinois 60045
701 North McKinley Road, Lake Forest, lllinois 60045
4o0 East Diehl Road, Naperville, Illinois 60563
One Oakbrook Terrace, Oakbrook Terrace, Illinois 60181
250 S. Northwest Highway, Park Ridge, Illinois 60068*
1501 Woodfield Road, Schaumburg, Ilinois 60173
62 Green Bay Road, Winnetka, Illinois 60093

London Branch
50 Bank Street, Canary Wharf, London E145NT
United Kingdom

Cayman Islands Branch
P.O. Box so1, Georgetown, Cayman Islands
British West Indies

Singapore Branch
8o Raffles Place, 46th Floor, UOB Plaza 1
Singapore 048624

Subsidiaries of The Northern Trust Company

The Northern Trust International Banking Corporation
40 Broad Street, 1oth Floor
New York, New York 10004

The Northern Trust Company
of Hong Kong Limited

Suite 703-4 One Pacific Place

88 Queensway, Hong Kong

Northern Trust Trade Services Limited
7/F CITIC Tower, 1 Tim Mei Avenue
Central, Hong Kong

Northern Trust Fund Managers (Ireland) Limited
George’s Quay House

43 Townsend Street

Dublin 2, Ireland

NORTHERN TRUST CORPORATION
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Northern Trust Global Investments (Europe) Limited
6 Devonshire Square
London, EC2A 4YE, United Kingdom

Northern Trust (Ireland) Limited
Northern Trust Investor Services (Ireland) Limited
Northern Trust Custodial Services (Ireland) Limited

Northern Trust Fund Services (Ireland) Limited
George’s Quay House

43 Townsend Street

Dublin 2, Ireland

Northern Trust Investments, Inc.
5o South La Salle Street, Chicago, Illinois 60675

Norlease, Inc.
5o South La Salle Street, Chicago, Illinois 60675

The Northern Trust Company, Canada
161 Bay Street, Suite 4540, B.C.E. Place
Toronto, Ontario, Canada MsJ 251

NTG Services LLC
50 Bank Street, Canary Wharf, London E145NT
United Kingdom

NT Mortgage Holdings LLC
50 South La Salle Street
Chicago, lllinois 60675

Other Subsidiaries of the Corporation

Northern Trust Bank of Florida N.A.
700 Brickell Avenue, Miami, Florida 33131
595 Biltmore Way, Coral Gables, Florida 33134
328 Crandon Boulevard, Suite 101
Key Biscayne, Florida 33149
3001 Aventura Boulevard, Aventura, Florida 33180
8600 NW 17th Street, Suite 120, Miami, Florida 33126
1100 East Las Olas Boulevard
Fort Lauderdale, Florida 33301
2601 East Oakland Park Boulevard
Fort Lauderdale, Florida 33306
2300 Weston Road, Weston, Florida 33326
301 Yamato Road, Boca Raton, Florida 33431
770 East Atlantic Avenue, Delray Beach, Florida 33483
440 Royal Palm Way, Palm Beach, Florida 33480
11301 US. Highway 1, Suite 100
North Palm Beach, Florida 33408
2201 S.E. Kingswood Terrace, Monterey Commons
Stuart, Florida 34996
755 Beachland Boulevard, Vero Beach, Florida 32963
4755 South Harbor Drive, Vero Beach, Florida, 32967
1440 Highway A1A, Vero Beach, Florida 32963
4001 Tamiami Trail North, Naples, Florida 34103
375 Fifth Avenue South, Naples, Florida 34102
26790 South Tamiami Trail, Bonita Springs, Florida 34134
8060 College Parkway SW., Fort Myers, Florida 33919

* Spring 2003




1515 Ringling Boulevard, Sarasota, Florida 34236

gor Venetia Bay Boulevard, Suite 100, Venice, Florida 34292
540 Bay Isles Road, Longboat Key, Florida 34228

233 15th Street West, Bradenton, Florida 34205

6320 Venture Drive, Suite 100, Bradenton, Florida 34202
525 Indian Rocks Road, Belleair Bluffs, Florida 33770

100 Second Avenue South, St. Petersburg, Florida 33701
425 North Florida Avenue, Tampa, Florida 33602

Northemn Trust Cayman International, Ltd.
P.O. Box 1586, Georgetown, Grand Cayman
Cayman Islands, British West Indies

Northern Trust Bank, N.A.

2398 East Camelback Road, Phoenix, Arizona 85016

7600 E. Doubletree Ranch Road, Scottsdale, Arizona 85258
7501 East Thompson Peak Parkway, Scottsdale, Arizona 85255
8525 East Pinnacle Peak Road, Scottsdale, Arizona 85255
10220 West Bell Road, Sun City, Arizona 85351

10015 West Royal Oak Road, Sun City, Arizona 85351

19432 R H. Johnson Boulevard, Sun City West, Arizona 85375
1525 South Greenfield Road, Mesa, Arizona 85206

23714 South Alma School Road, Sun Lakes, Arizona 85248
6444 East Tanque Verde Road, Tucson, Arizona 85715

3450 East Sunrise Drive, Tucson, Arizona 85718

16 Market Square, 1573 Market Street, Denver, Colorado 80202

Northern Trust Bank of California N.A.
355 South Grand Avenue, Suite 2600
Los Angeles, California gooy1
16877 Wilshire Boulevard (Westwood)
Los Angeles, California gooz24
16 Corporate Plaza, Newport Beach, California 92660
4370 La Jolla Village Drive, Suite 1000
San Diego, California 92122
1125 Wall Street, La Jolla, California 92037
206 East Anapamu Street
Santa Barbara, California 93101
1485 East Valley Road (Montecito)
Santa Barbara, California 93108
69-710 Highway 111, Rancho Mirage, California 92270
580 California Street, Suite 1800
San Francisco, California 94104
575 Redwood Highway, Mill Valley, California 94941
270 Third Street, Los Altos, California 94022

Northern Trust Bank of Texas N.A.

2020 Ross Avenue, Dallas, Texas 75201

5540 Preston Road, Dallas, Texas 75205

16475 Dallas Parkway, Addison, Texas 75001

2701 Kirby Drive, Houston, Texas 77098

600 Bering Drive, Houston, Texas 77057

10000 Memorial Drive, Houston, Texas 77024

98 San Jacinto Boulevard, Suite 350, Austin, Texas 78701

** Spring 2003

Northern Trust Bank, FSB
Georgia**
3350 Riverwood Parkway, Atlanta 30339

Michigan
10 West Long Lake Road
Bloomfield Hills, Michigan 48304
161 Ottawa Avenue, Northwest
Grand Rapids, Michigan 49503
16980 Kercheval, Grosse Pointe, Michigan 48230

Missouri
190 Carondelet Plaza, St. Louis, Missouri 63105

Nevada
1995 Village Center Circle, Las Vegas, Nevada 89134

Ohio
127 Public Square, Suite 5150, Cleveland, Ohio 44114

Washington
1414 Fourth Avenue, Seattle, Washington g8101

Wisconsin
526 East Wisconsin Avenue, Milwaukee, Wisconsin 53202

Northern Trust Global Advisors, Inc.
300 Atlantic Street, Suite 400
Stamford, Connecticut 0o6gor

The Northern Trust Company of Connecticut
300 Atlantic Street, Suite 400
Stamford, Connecticut 06901

NT Global Advisors, Inc.
161 Bay Street, Suite 4540, B.CE. Place
Toronto, Ontario, Canada Ms] 251

NT Fund Advisors of Quebec, Inc.
770 Sherbrooke Street West, Suite 1420
Montreal, Quebec, Canada H3A 1G1

Northern Trust Global Advisors, Limited
50 Bank Street, Canary Wharf, London E145NT
United Kingdom

The Northern Trust Company of New York
40 Broad Street, New York, New York 10004

Northern Trust Securities, Inc.
50 South La Salle Street, Chicago, Illinois 60675

Northern Trust Retirement Consulting, L.L.C.
3003 Summit Boulevard, Suite 100

Atlanta, Georgia 30319
20021 120th Avenue Northeast

Bothell, Washington 98011

Northern Trust Global Investments Japan, K.K.
3-1 Toranomon 4-Chome, Minato-ku
Tokyo 105-6016
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Corporate Information

Annual Meeting

The annual meeting of stockholders will be held on Tuesday,
April 15, 2003, at 10:30 a.m. (Central Daylight Time) at

50 South La Salle Street, Chicago, lllinois,

Stock Listing
The common stock of Northern Trust Corporation is traded on the
Nasdaq Stock Market under the symbol NTRS.

Stock Transfer Agent, Registrar and
Dividend Disbursing Agent

Wells Fargo Shareowner Services

P.O. Box 64854

St. Paul, Minnesota 55164-0854

Phone: 1-800-468-9716

E-mail: stocktransfer@wellsfargo.com

Available Information

The Corporation's Internet address is www.northerntrust.com.
Through our Web site, we make available free of charge our annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K, and all amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Exchange Act (15 US.C.
78m(a) or 780(d)) as soon as reasonably practicable after we elec-
tronically file such material with, or furnish such material to, the
Securities and Exchange Commission. Information

contained on the Web site is not part of this Annual Report.

10-K Report

Copies of the Corporation’s 2002 10-K Report filed with the
Securities and Exchange Commission will be available by the end of
March 2003 and will be mailed to stockholders and other interested
persons upon written request to:

Rose A. Ellis, Corporate Secretary
Northern Trust Corporation

50 South La Salle Street

Chicago, Illinois 60675
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Quarterly Earnings Releases

Copies of the Corporation’s quarterly earnings releases may
be obtained by accessing Northern Trust’s Web site at
www.northerntrust.com or by calling the Public Relations
Department at 312-444-4272.

Investor Relations

Please direct Investor Relations inquiries to

Beverly J. Fleming, Director of Investor Relations, at
312-444-7811 or ir@northerntrust.com.

www.northerntrust.com
Information about the Corporation, including financial performance
and products and services, is available on Northern Trust’s Web site
at www.northerntrust.com.

NTGI

Northern Trust Corporation uses the name Northern Trust Global
Investments to identify the investment management business,
including portfolio management, research and trading, carried on by
several of its affiliates, including The Northern Trust Company,
Northern Trust Global Advisors and Northern Trust Investments.







